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ABSTRACT 
International trade has assumed a considerable 
significance because of the key role it plays in accelerating the 
pace of development. The subject has since occupies a centre 
stage in the wake of recent worldwide economic development. 
Successful conclusion of the prolonged GAIT as WTO in 1995, 
multilateral trade negotiations, and the thrust on globalization in 
the Third World ha^ s created unprecedented developments, 
which have exercised a profound impact on international trade. 
Globalization, economic libaralisation, structural reforms, and 
global integration have become a common phenomenon in the 
developing countries in recent years. In their efforts to activate 
international competitiveness in exports and to integrate their 
economies in the global economy, developing nations have 
started liberalizing their trade regimes and opening their 
markets for foreign competition. The process of structural 
reforms or economic libaralisation encompasses relaxation in 
their economic, industrial, fiscal and financial trade policies. 
India and China have no exception to it. 
Trends toward libaralisation in the Indian economy were 
well apparent during 1980s, but took concrete shape in the mid 
1991 when the economic condition of the country, especially the 
external sector, turned unmanageable. The Indian government 
had no option but to commence the full-fledge macro-economic 
reforms and structural adjustment in order to bring the economy 
back to the normal situation and to speed up the pace of 
development. Economic reforms embraced vital sectors of the 
economy and consequently industrial, fiscal, monetary, financial 
and external policies underwent sea change. 
The review of literature (Dimararan Betina (2007), Bhat 
T.P. (2008), Dutta Sujit (2005), Ganasamurty V.S. (2009), 
Srivastava Anupam (2007),Desai Meghnad (2003), Duiki Rita 
(2006), etc,) shows that there are many studies on the Indo-
China trade and economic relations. Different aspects of Indo-
China relations have been analysed by researchers ranging 
from comparative study of Indo-China economic growth rate, 
trade relations and investment relations to political relations, 
etc. If we talk about the trade relations, we observe that the 
stress of the researchers has been on the historical background 
of the Indo-China trade relations during the cold war era, but 
not many studies had been done purely on trade relations in the 
present era and specifically on Indo-China trade relations since 
1995. Previous studies liighlighted only general constraints in 
Indo-China trade but here effort has been made to identify 
specific problems facing individual sector, product groups and 
finding out ways to overcome them, so that a sustainable long-
term mutually beneficial trade expansion may become possible. 
Thus, there is a research gap in this direction and the present 
work, we have strived to look into the India's trade relations 
with China since 1995: Problems and Prospects. 
Objectives of the Study 
The following are the objectives of the present study: 
(1) To study the performance of India's export to China and 
finding out scope for future diversification and expansion. 
(2) To analyze the trends in India's imports from China. 
(3) To study the trends in the balance of trade between India 
and China. 
(4) To identify Revealed Comparative Advantages of India and 
China. 
(5) To examine basic problems in India's trade with China. 
(6) To find out measures for future expansion of Indo-China 
trade. 
First chapter provides introductory background of the 
study related to Indo-China relations. It also deals with the 
extensive review of literature on the subject matter, objectives 
and scope of the study, hypothesis, sources of data and the 
research methodology adopted for the study. 
Second chapter deals with Indian economy and its 
economic reforms. In India, economic reforms were initiated in 
1991 that focused on liberalisation, openness, transparency and 
globalization. Trade reforms revised continuously since 1991 
have helped to strengthen the export production base, remove 
procedural irritants, facilitated input availability besides 
focusing on quality and technological upgradation and 
improving competitive edge. 
Third chapter focuses on Chinese economy and its 
external reforms. Prior to economic reforms in China; trade was 
conducted under highly centralized planning system. Foreign 
trade policy was based on inward looking policies, which have 
no merit in contribution of economic development. Trade 
reforms in China started since 1978 through massive 
transformation, a command economy shifted into market 
economy. 
Fourth chapter deals with India's exports to China since 
1995. Apart from trend analysis, export intensity and 
concentration in India's exports, have been computed and 
analysed in this chapter. Using Balassa's concept of Revealed 
Comparative Advantage, export competitiveness of India has 
been ascertained. India's exports to China have been growing 
since 1995, it increased from $ 283 million in 1995 to $ 18,492 
million in 2008. The share of India's exports to China also 
increased from 0.93 percent in 1995 to 9.32 percent in 2008. 
During the above said period India's exports to China increased 
to 40.96 percent and India's global exports increased to 15.88 
percent. Thus, India's exports to China have been growing 
faster than India's global exports. 
Fifth chapter is devoted to study of India's imports from 
China since 1995. Import trends and commodity composition, 
import intensity and concentration have been examined in this 
chapter. Comparatively India was relatively a more open 
economy even though the emphasis was on inward looking 
import substitution policy. India's imports from China was $ 811 
million in 1995, which increased to $ 313,471 million in 2008. 
China's total imports increased from $ 34,484 million in 1995 to 
$ 313,471 million in 2008. It shows that India's imports from 
China grew by 42.72 times and India's total imports by 9.09 
times. This trend of India's imports from China also evaluate 
through intensity and concentration of India's imports from 
China, which shows that importance of Indian market trends for 
China has been growing during recent periods. Substantially, 
China is in a position to enhance their exports to India because 
of domination of manufactured products. In the later period 
(since 2001), Chinese exporters succeeded to increase their 
share in Indian market, the reason behind it may be very steep 
increase in India's imports silk, organic chemical, electrical 
machinery and equipment etc. 
Sixth chapter deals with trends in Indo-China bilateral 
trade. Analysis of Indo-China trade intensity and trade 
concentration has been undertaken in this chapter. Future 
prospects of Indo-China trade have been examined by 
identifying product potentiality and.constraints. India's balance 
of trade position with China has also been evaluated in this 
chapter. Indo- China trade developed slowly and steadily in the 
formative years of 1950s. However, bilateral trade growth has 
been much faster since 1995 after establishing World Trade 
Organisation (WTO). In the year 1995, the two-way trade was $ 
1,049 million, which reached to $ 53,160 million in 2008. This 
implies that Indo-Chinese trade improved by over 50 times 
during the period 1995 to 2008. The proportion of Indo- China 
trade as compared to India's and China's total trade were 10 
percent and 2.07 percent in 2008 respectively, indicating 
greater integration of the two fast growing world economies 
especially since 2000. 
During 1995-2008, annual average growth rate of trade of 
India, China and the world have been 19.45 percent, 20.40 
percent and 9.97 percent respectively. India and China have 
almost same growth rate of around 20 percent while average 
growth of world's total trade is very low (9.97 percent). 
However, when we analyze the average growth rates of India, 
China and World for the period 1997- 2002, we found that the 
average annual growth of trade were 8.19 percent, 13.97 
percent and 3.45 percent per annum respectively. Thus, we see 
that India and China both recorded higher annual average 
growth rate in their trade as compared to overall World trade 
and annual average growth have been much higher in China as 
compared to India. During 2003-2008, we find drastic changes 
in the average annual growth rates of India, China, and the 
World. The average annual growth of India was 30.70 percent, 
China 26.82 percent and World 16.50 percent. Thus in the next 
6 years, India's average growth rate exceeded to China as well. 
This shows that India, which lagged behind China during 1997-
2002, substantially improved its trade growth rate even higher 
than that of China. This is a valuable trend and shows India's 
competitive ability in the World trade. 
During 1995-2008, the percentage share of India's export 
to China to total Indian exports increased from 0.93 percent to 
9.32 percent. Whereas, percentage share of Indian imports from 
China to total Indian imports increased from 2.35 percent to 
11.05 percent. It implies that the percentage share of China in 
Indian market is greater than the share of India in Chinese 
market. 
During 1996-2000, average annual growth rate of India's 
exports to China was 38.68 percent, which increased to 40.59 
percent per annum during 2001-2005 and further to 45.39 
percent per annum during 2006-2008. Similarly, India's imports 
from China increased at an average annual growth rate of 17.91 
percent during 1996-2000, which accelerated to 42.83 percent 
per annum during 2001-05 and further to 52.51 percent per 
annum during 2006-2008. Thus, India's exports to and imports 
from China both have increased at an increasing rate during 
1996-2008. However, Imports from China shown a higher 
growth rate than exports to China after 2001. 
India faced severe deficit in her trade balance. It needs a 
reexamination of our trade policy with China and the 
commodities whose exports have potential for expansion in 
Chinese market require to be identified and promoted. To 
overcome this problem India should adopt the long run 
strategies. 
Final chapter is about the summary of conclusions and 
findings of the study. The findings are as follow: 
1. The study finds that India focused on exports of primary 
products. This is not in the long-term interest of India. 
Dependence on exports of primary products is highly risky 
because of both the demand and supply constraints. On 
the other hand, India's imports from China concentrated 
on consumer goods. This is beneficial for China's 
manufacturing sector but injurious to India. 
2. India's imports from China are much higher than India's 
exports to China. Because of this India had to face a 
negative balance of trade with China. 
3. Trade intensity of Indo-China shows that during the 
period 2001-2008 both exports and imports have 
increased rapidly. From the estimates of commodity 
intensity, we found that ores and other minerals, iron and 
steel, pharmaceutical products have great potential for 
expansion of India's exports to China and silk, machinery 
and manufactured goods have great potential for 
expansion in India's imports from China. Thus, in future 
our trade in these products is likely to increase. 
4. Trade concentration of Indo-China shows that Indo-China 
trade became more integrated in recent years as 
compared to rest of the world. Commodity concentration 
of Indo-Chinese trade shows that during 2007-08, India's 
commodity exports to China is highly concentrated. While 
India's commodity imports from China indicates 
moderates concentration. 
5. From analysis of Revealed Comparative Advantage Index, 
we found that both India and China are competitors in 
10 
textiles and clothing in the global market. In the products 
such as manufactured products, chemicals, iron and steel 
and agricultural products, they are complementary to 
each other. Therefore, trade expansion is possible in 
these products. 
6. Ratio of Trade Intensity Index to Revealed Comparative 
Advantage Index (TI.RCA) shows that India enjoy 
competitiveness in iron and steel industry and China in 
chemical products. Therefore, India should focus on iron 
and steel products to expand their exports. 
7. Balance of trade position and reciprocity in the overall 
balance of trade shows that the balance of trade has 
been ufavourable to India from 1995 to 2008. Basic 
problems in India's exports are high prices of basic 
feedstock, fragmented nature of industries, low level of 
research & development, information technology, brand 
development, common infrastructure and poor 
environmental regulation, small plant size and procedural 
bottlenecks, inadequate investment and exploration 
activities, weak linkage between industry and academia 
etc in clothing and chemical products. There are a 
number of constraints such as geopolitical, customs rule 
11 
and procedure, implementation of standards and 
certification practices, non-tariff barriers and rules of 
origin etc., which adversely affect trade expansion 
between the two countries. There is great urgency to take 
steps to achieve balance in bilateral trade between the 
two countries. 
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PREFACE 
The decade of 1990s has seen an expansion of economic 
activities among developing countries through a series of economic 
reforms and liberalisation, which in one form or another are still 
underway. The establishment of World Trade Organisation (WTO) 
facilitated the removal of barriers in the movement of goods and 
services across the borders. Therefore, India being a founder member 
of WTO has been making her external sector reforms compatible with 
the WTO norms. These reforms have completely changed India's 
trade scenario since 1991. Since 1978, China started opening up its 
external sectors. China exported mainly manufactured products while 
imported primary products. India's geographical proximity and age-
old relations with China offers very good opportunity to capitalize. 
After the reforms and liberalisation, which were started in India in 
1991. this mutual dependency has been increasing rapidly. Various 
agreements have taken place to further increase Indo-China 
cooperation and trade. 
The thesis contains seven chapters. First chapter provides 
introductory background of the study. It also deals with the extensive 
review of literature on the subject matter, objectives and scope of the 
study, hypothesis, sources of data and the research methodology 
adopted for the study. Second chapter deals with Indian economy and 
its economic reforms. Third chapter focuses on Chinese economy and 
its external reforms especially. Fourth, Fifth and Sixth chapters 
constitute the core chapters of the thesis. Fourth chapter deals with 
India's exports to China since 1995. Apart from trend analysis, 
export intensity and concentration in India's exports have been 
computed and analysed in this chapter. Using Balassa's concept of 
Revealed Comparative Advantage, export competitiveness of India 
has been ascertained. Fifth chapter is devoted to study of India's 
imports from China since 1995. Import trends and commodity 
composition, import intensity and concentration have been examined 
in this chapter. Six-th chapter deals with trends in Indo-China 
bilateral trade. Analysis of Indo-China trade intensity and trade 
concentration has been undertaken in this chapter. Future prospects 
of Indo-China trade has been examined by identifying product 
potentials and constraints. India's balance of trade position with 
China has also been evaluated in this chapter. The seventh and final 
chapter is the summary of conclusions and the suggestions. 
ACKNOWLEDGEMENT 
In the completion of this work, I have received assistance and 
guidance of different nature from a number of persons. I feel it is my 
pleasant privilege to place on record the acknowledgement of their 
contributions. Initially, I owe a deep sense of gratitude to my supervisor, Dr. 
Sagheer Ahmad Ansari, Agricultural Economics & Business Management 
(AEBM), AMU, Aligarh, who inspired me to undertake this research work. 
Without his active guidance, magnanimous help, and constant 
encouragement, I would not have accomplished this work. He gave me the 
liberty of encroaching upon his precious time, without prior appointment. 
He was always available for consultations and expressing my profound 
gratitude to him. 
I would like to especially thank Dr. Mohd. Azhar Khan, Centre of 
West Asian Studies for providing all the necessary facilities and for 
rekindling my insight into the subject throughout the period of this 
endeavour. 
I am extremely beholden to my parents, brothers and sisters for 
putting their trust and hope in my abilities. I sincerely ascribe all my success 
to him. 
Thanks are due to library of the AEBM their active help and 
cooperation in providing me requisite research material. Thanks are also 
due to the staff of J.N. U. library who wholeheartedly allowed me access to 
the required material I also wish to express my thanks to my friends, Dr. 
Tauqueer khan, Ayaz Ahmad Khan, Suhail Ahmad, Nehaluddin, Irshad 
Ahmad, Zakir Russian, Sulaiman Haider, Mohd. Nurain Khan, for their help 
and precious company. 
Shujauddin Khan 
CONTENTS 
Preface 
Acknowledgement 
List of Tables 
Chapter -1 
Chapter - 2 
Chapter - 3 
Chapter - 4 
Chapter - 5 
Chapter - 6 
Chapter - 7 
Introduction 
Indian Economy and its Reforms 
1-47 
48-78 
Chinese Economy and its External Reforms 79-107 
India's Exports to China 108-147 
India's Imports from China 148-177 
Indo-China Bilateral Trade 
Conclusion and Suggestions 
178-207 
208-217 
Bibliography 
LIST OF TABLES 
Table 
No. 
1. 
2. 
3. 
4. 
5. 
5A. 
1 
6. 
7. 
7A. 
! 
8, 
9. 
10. 
11. 
12. 
Table Title 
Trends in India's Exports to China 
Growth rate of India's Exports to China and the World 
Commodity Composition of India's Exports to China at 2 
digit HS level 
Commodity Composition of India's Exports to China at 8 
digit HS level 
Direction of Chinese imports and India's Competitors in 
Chinese in market 
Direction of Chinese imports and India's Competitors in 
Chinese in percentage 
India's Exports intensity to China 
Commodity Intensity of India's Exports to China 
Potentiality Rank of the Commodity Index of India's 
exports to China 
Commodity Concentration of India's export to China 
Exports Concentration of India to China 
Revealed Comparative Advantage in India's product 
Products in which India is underperi'ormance in Chinese 
market 
Trends in India's imports from China 
Page No. 
109 
113 
116-17 
1 
1 120 j 
125 
126 
1 
i 
128 
131 
1 
1 
131 ' 
i 
133 
134 1 
i 
137 
138 
! 
i 
! 
152 i 
1 
1 
13. 
14. 
15. 
16. 
16A. 
17. 
18. 
18A. 
19. 
20. 
21. 
22. 
23. 
24. 
Average Annual Growth Rate of India's imports from 
China and the world 
Commodity Composition of India's imports from China. (2-
digit HS level) 
Commodity Composition of India's imports from China. (8-
digit HS level) 
Direction of Indian Imports and China Competitors in 
Indian markets 
A Direction of Indian Imports and China Competitors in 
Indian markets (Percentage) 
India's Imports intensity from China 
Commodity Export Intensity Index of India's Imports from 
China 
A Potentiality rank of Commodity Intensity of India's 
imports from China 
Commodity Concentration of India's imports from China 
Imports Concentration of India's Imports from China 
Revealed Comparative Advantage Index of China's 
exports 
Indo- China and world trade relations 
Trends in India's exports to China and India's imports 
from China 
Average Annual Growth Rate of Indo- China Trade 
154 
156-57 
160-61 
163 
164 
i 
167 
170 
170 
173 
175 
177 
179 
1 
185 
186 
25. 
26. 
27. 
28. 
29. 
30. 
Trade Intensity of Indo-China Trade 
Trade Concentration between Indo-China Trade 
Identification of Potential products in Indo-China Trade 
c 
Product Competitiveness between Indo-China Trade 
India's balance of trade with China 
F'eciprocity of balance of trade of Indo-China Trade 
191 
196 
197 
198 
199 
201 
CHAPTER -1 : INTRODUCTION 
The conceptual framework 
The resource endowment in the world is not symmetric. It 
is also observed that the various countries in the world differ 
not only in natural resources endowment but also in climatic 
conditions, labour and capital recourses, technological 
capabilities, entrepreneurial and managerial skills and various 
other variables which determine the ability of countries to 
produce goods and services. These differences in the 
production possibilities result in situations in which countries 
produce goods and services with varying efficiency. The earliest 
conceptualization or theorization of international trade was 
influenced by what is known as the Mercantilist School. The 
Mercantilist approach to the functioning of international trade 
prevailed from the 16*^ to the middle of 18*^ century. For the 
mercantilists the wealth of the country consisted of the account 
of gold and other precious metals. Therefore they opined that 
the basic aim of the government of a country was to acquire as 
much of gold and precious metals as possible through foreign 
trade. This could be achieved by countries through exporting 
more and more and importing less and less. Thus, mercantilists 
argued that the countries should adopt policies which restrict 
imports and stimulate exports.^ The mercantilist view was 
challenged by Adam Smith. He rejected the mercantilist's view 
that the wealth of nation consisted of the stock of precious 
metals particularly gold. Adam Smith advocated that the wealth 
of nation was measured by the amounts of goods and services 
it produced. The greater the flow of goods and services 
produced, greater would be the national wealth and higher 
would be the standard of living in the country. Adam Smith also 
considered mercantilists policy as illogical because all nations 
could not have export surplus simultaneously. Therefore the 
mercantilist policy could not be termed as an international 
economic policy. Adam Smith developed a model of 
international trade in which all countries could gain from trade. 
In Adam Smith model of international trade all trading countries 
would be better off without making any one worse off. Adam 
Smith gave a concept of 'Absolute Advantage'. In absolute 
advantage model, one country has an absolute advantage over 
the other country in one line of production whereas the other 
country has an absolute advantage over the first country in 
' Salvatore Schiaro-Campo (1978), ''International Economies'' Cambridge Massachusets: Winthrop 
Publishers pp. 1-11 
other line of production. According to tiiis model a country 
should specialize in the production of commodities in which it 
has the absolute advantage. By this, countries could enhance 
their production. In Smith model all participating countries in 
the international trade would be better off without making any 
body worse off.^ 
Refining upon Adam Smith's Theory of absolute 
advantage, another classical economist David Ricardo gave the 
concept of 'Comparative Advantage Model'. According to 
Ricardo even if the countries did not have absolute advantage 
in any line of production over the others, international trade 
would still be beneficial, bringing gains from trade to all the 
participating trading countries. The Theory of Comparative 
Advantage suggests that a country should specialize in the 
production and export of those goods in which either its 
comparative advantage is greater or its comparative 
disadvantage is less. And it should import those goods, in the 
production of which its comparative advantage is less or 
comparative disadvantage is greater. Thereby, a country would 
be able to maximize its production and its consumption.^ In 
^ Adams John (1972), ''International Economic^ St. Martin's Press, New York pp. 15-33 
' ChacholiadesMilitades(1978)opcit,pp. 13-42 
contrast to Adam Smith for Ricardo, if a country lias absolute 
advantage over the other country in both the lines of production 
and the other country has absolute disadvantage in both the 
lines of production the gainful trade is possible for both the 
countries. Ricardo assumes that a country (which has absolute 
advantage in both the lines of production) has greater 
comparative advantage in one line compared with the other line, 
in which its comparative advantage is smaller, whereas the 
other country's (i.e. the one which has no absolute advantage in 
either line of production) comparative disadvantage is smaller 
in the second line compared with the first line of production 
where its comparative disadvantage is greater. In a nutshell, 
one country's comparative advantage is greater in one line of 
production, and the other country's comparative disadvantage is 
smaller in the other line of production. If these two countries 
enter into trade with each other, it would result in production 
and consumption gains for both the countries. 
The models of Adam Smith and David Ricardo together is 
termed as supply version of the classical theory of international 
trade. Adam Smith and David Ricardo paid their exclusive 
attention to the considerations of supply or production costs in 
the determination of gains of trade. However, John Stuart Mill, 
another renowned classical economist was the first to 
incorporate the demand considerations into the comparative 
advantage model. John Stuart Mill's principle of reciprocal 
demand was further improved by Alfred Marshall and F.Y. 
Edgeworth which crystallized into the theory of offer curves / 
The offer curves show the determination of terms of trade by 
the interaction of demand and supply. The offer-curves of 
trading countries are based on the principle of diminishing 
marginal utility of imports. The law of reciprocal demand or the 
offer curve analysis also resolve the problem of determining 
exact terms of trade that would emerge in the trade equilibrium. 
The terms of trade according to this theory is determined by 
first country's demand for second country's products and 
second country's demand for the product of the first country. In 
other words, the terms of trade is determined by the intensity of 
domestic demand for the foreign goods and the foreign demand 
for domestic goods. The offer curve of the home country stands 
for the domestic demand for foreign goods and the offer curve 
of the foreign country stands for the intensity of foreign demand 
for the domestic goods. The equilibrium terms of trade are 
Scammel W.M. (1974), ''International Trade and Payments"', Macmillan, Toronto pp. 28-65 
deternninecl at a point where the two offer curves intersect.^ The 
contribution of the classical theory of international trade mainly 
lies in its explanation of the gain from trade. It convincingly 
establishes that the trade barriers are harmful to the world 
economy and that trading is advantageous for countries. 
However, the classical theory does not shed any light on what 
determined. Further, the validity of the classical analysis and 
conclusion depend on the assumptions of the labour theory of 
value. Labour theory of value is criticized at least for two 
reasons, (a) that labour is not a homogenous factor of 
production, (b) that labour is not the only factor of production. 
This lacunae was tal^en care of by the neoclassical economists. 
The neoclassical theory of international trade was 
developed by using the concepts of opportunity costs, 
production policy frontiers and community indifference curves. 
Gottfried Von Haberler, W. Leontief, Lerner, Marshall, 
Edgeworth and Meade have been the main architects of the 
neoclassical theory of international trade.^ The neoclassical 
international trade equilibrium analysis has been developed 
along three laws of returns, (a) when there are constant returns 
^ Charles P.Kindleberger (1962), "'Foreign Trade and National Economy'", Yale university press, New 
Haven pp. 80-102 
'^ Haberler, Gottfried (1936), "The Theory of International trade,'' W. Hodge and company, London 
to scale in the production or when the marginal opportunity 
costs in production are constant, (b) when there are diminishing 
returns to scale in the production of all goods or when there are 
increasing marginal opportunity costs in production and (c) 
when there are increasing returns to scale or when there are 
diminishing marginal opportunity cost in the production of all 
goods. Thus according to neoclassical economist the domestic 
supply and foreign demand conditions determine the trade 
equilibrium position for a country. The neoclassical technique of 
utilizing production possibility curves for analyzing the trade 
equilibrium has proved to be very useful. The Modern Theory of 
international trade is chiefly represented by two main 
propositions namely (a) The Heckscher-Ohlin theorem and (b) 
The Factor-Price Equalization Theorem. The Heckscher-Ohlin 
theorem postulated that the capital surplus' country would 
specialize in the production and export of capital intensive 
goods, and the labour surplus country would specialize in the 
production and export of labour intensive goods.'' However, a 
comprehensive empirical analysis by W. Leontief found 
contradictions in the Heckscher-Ohlin theory of international 
trade. Leontief performed an extensive study of the US trade 
' Bo Sodersten (1970), ''International Economics" Harper and Row, t^ lew York, pp. 60-68 
structure and discovered results opposite of Heckscher-Ohlin 
theory. Leontief found that in case of United States, which is a 
capital rich and labour scarce country, the US exports labour 
intensive goods and imports capital intensive goods.^ Similar 
studies conducted in Japan, Canada and also in India shown 
contradicted Heckscher-Ohlin theorem (See detail, W. Leontief 
1968). 
W.F. Stolper and Paul A. Samuelson worked out from 
Hechscher-Ohlin theory, a theorem of their own. According to 
their theorem, the occurrence of free trade will benefit the 
relatively abundant factor and hurt the relatively scarce factor 
of production. The Stolper-Samuelson's theorem had significant 
relevance for the less developed countries where the labour 
was abundant. According to this theorem, free trade would 
promote better distribution of income in the • developing 
countries. Stolper-Samuelson argued that export expansion 
strategies should be adopted instead of import substitution by 
the developing countries. It was argued that above strategy 
would increase growth as well as help in better distribution of 
* W. Leontief (1968), " Domestic production and Foreign Trade: The American Capital Position Re-
examined,'" American Economic Association, readings in International Economics, Homewood, Illinois, 
Richard D. Irwin 
the income.^ The Stolper-Samuelson was also subsequently 
critically analysed. 
The factor price equalization theorem postulates that the 
international trade brings about equalization of factor prices 
between two countries even in the absence of factor movements 
between the countries. Hence international trade in goods and 
services is a substitute for international movement of labour 
and capital. In a nutshell, the international trade brings about 
equalization of both , the product prices and factor prices.^° 
However, the factor price equalization theorem is criticized to 
be based on unrealistic assumptions. It was pointed out that 
complete factor-price equalization is not possible in the real 
world. The large disparities between factor proportions among 
the various countries of the world would never let factor price 
equalization. The factor price equalization theorem assumed no 
change in factor supplies. However, T.M. Rybezynski improved 
upon the factor price equalization theorem by studying the 
impact of changing factor supplies on the international trade. 
Rybeznski analysed the trading relationships in case in one of 
'•* W.F. Stolper and Paul Samuelson (1941), ''Protection and real wages" The review of Economic studies 
vol. 9(Nov.) pp. 58-73 
'" Scammel, W. M. (1974) ''Internationa! Trade and Payments'' The Macmillan company, Toronto,, pp. 
90-127 
the two trading countries there was an increase in the labour 
force or an increase in the capital stock. Rybeznski found that 
the factor growth would result in deterioration in the terms of 
trade for the commodity which uses increasing factor 
intensively. In case of labour abundant countries exporting 
labour intensive commodities, an increase in the labour supply 
would decrease the price of that exportable commodity thus 
turning the terms of trade against the country. Therefore an 
expansion in the supply of the abundant factor of production 
would prevent factor-price equalization among the trading 
countries. In addition to the above mentioned important theories 
resolving the phenomenon of trade among nations of the world, 
there are several new theories or hypothesis trying to unlock 
the above phenomenon. Donald B. Keesing's study points out to 
the relationship between labour skills and structure of 
commodity trade. According to Keesing the quantity of labour, 
measured by the levels of skill and technical education 
embodies in human beings, varies significantly between the 
countries of the world. Further, skill requirements differ among 
different traded commodities. Keesing abandons the two factor 
approach (capital and labour) in favour of new theory which 
differentiates countries and commodities on the basis of labour 
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skills available and required. Keesing's study finds a positive 
relationship between labour skills and structure of commodity 
trade.""^ For example the United States which was abundant in 
skilled labour supply exported commodities which required large 
amounts of highly skilled labour. Whereas the export of India 
and Hong Kong constituted lower proportion of skilled labour 
and higher proportion of unskilled labour. William Gruber, 
Dileep Mehta and Raymond Vernon enunciated a theory which 
establishes a link between exports and research and 
development effort. According to them exports from United 
States exhibited a positive correlation between research effort 
and export performance.^^ Louis T. Wells introduced yet another 
model of international trade. The product life cycle hypothesis 
postulates that many products go through a cycle during which 
a country starts of as an exporter, then losses its exports 
markets, then finally losses its domestic market and then 
becomes an importer of that very products.^^ S.B. Linder 
propounded his version of international trade. He argued that a 
manufactured product would not be generally exported unless a 
" Donald Ei. Keesing {]966),"Labour skills and Commodity Advantage". American Economics Riveiw 
56(May) pp. 249-58 
' ' William Gruber, Dileep Mehta and Raymond Vernon (1967), "The R & Dfactors in International Trade 
and investment of the United State industries'" journal of Political Economy 75 (Feb.) pp. 20-37 
" Louis T. Wells (1968), " A Product life Cycle for International Trade" Journal of Marketing 32 (July) pp. 
1-6 
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domestic demand for that product existed. Thus a domestic 
demani;^  for a commodity must exist before it can be produced 
either for domestic consumption or for export abroad. Linder 
also argued that the potential for trade existed significantly 
between the countries with the same per-capita income levels.^ "^ 
Linder theory has also been subjected to critical examination 
and found lacking on many counts. The above mentioned new 
theories do not reduce the importance of classical, neoclassical 
or modern theories of international trade. However, this surely 
suggests that the analysis has to move beyond the two factors 
i.e. labour and capital and consider several other factors in 
order to explain the commodity structure of a country's foreign 
trade. 
To study the performance of trade among countries, there 
various measures. However, the most popular measure is the 
method of analysis through prices and markets. Trade consists 
of both exports and imports. The expansion and contraction in 
the export from one country to another takes place on the basis 
of two factors. These factors are (a) the expansion and 
contraction in the market of importing country and (b) the 
'"• Sraffan Burenstam Linder (1961), " An Essay on Trade and Transformation" , John Wiley New York pp. 
86-99 
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competitive prices. The exports of one country to another can 
increase if market for imports in the another country has 
expanded. The exports of country can ^Iso increase if the 
0 
prices of commodities exported by the country become more 
competitive i.e. cheaper. Thus exports of a country can grow 
either on the basis of the above factors separately or it could be 
result of a combination of both the factors. On the other hand 
exports of a country to another could decrease if the market for 
imports in the another country has contracted. The exports of a 
country can also decrease if the prices of commodities exported 
by the country become less competitive for example costlier. It 
would be a combined impact of both the factors also. Similar is 
the case of Imports. Imports to a country could grow because of 
expansion in the market of the importing country. The imports 
could also grow due to the prices of importable becoming 
cheaper. The growth in imports could also be due to interplay of 
both the above factors. On the other hand imports to a country 
could decrease because of contraction in the market of the 
importing country. The imports could also decrease due to the 
prices becoming costlier. Further, the decrease in the imports 
could also be due to the combined impact of the above 
mentioned two factors. Therefore to analyse the exports and 
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imports from one country to another to understand the trends in 
bilateral trade, it is necessary to approach the problems 
through (a) the market effect and (b) the price effect. 
Indo-Chlna Relations: 
The two oldest civilizations India and China have 
coexisted together for a very long period of time in history. 
India was first non socialist country to establish formal 
diplomatic relations with the Peoples Republic of China in year 
1950. In 1954, the five principles of peace and co-existence 
was laid down to develop the friendship and cooperation 
between India and China. It continued up to April 1955, 
however this positive phase ended in January 23, 1959 when 
China refused to accept 'McMohan line' as the legal boundary 
between the two countries. This Tension reached its peak 
during Indo-Chinese war of 1962 and mistrust continued for 
about two decades. After 1981, both countries took positive 
steps to normalize this situation. For this India and China 
started regular dialogue at the level of Vice-Foreign ministers. 
Both countries realized that the boundary issue was too 
complicated for quick resolution. Thus, for the time being 
China and India might first develop friendly and cooperative 
relations in other fields for creating a better environment for a 
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final settlement of the boundary question. Till 1988, there was 
impasse. This impasse was broken when Rajeev Gandhi visited 
Beijing in 1988 and passed a joint statement for restoration of 
friendly relationship on the basis of Panchsheel. Both countries 
agreed to broaden bilateral ties in various areas. Since then, 
Sino-lndia bilateral relations developed steadily and smoothly. 
Trade Relations Between India and China 
Sino-lndia trade started in 1951. The trade agreement was 
signed by the governments of the two countries in 1954. India 
and China resumed trade officially in 1978 and it was renewed 
in 1984, which provided for the 'Most Favored Nation 
Agreement'. During 1988 it was decided to extend the Indo-
china relationship at various levels. Later in 1994, the two 
countries signed an agreement to avoid double taxation. The 
bilateral trade between India and China grew rapidly with trade 
volume continuously increasing, variety of exchanging 
commodity gradually expanding and the communication 
between professionals of the two nations strengthening. Since 
1991, the two way trade between India and China has been 
increasing steadily and by a big margin as in 1991 it amounted 
to $ 265 million while in 1995, it reached to $ 1162 million. In 
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1997, the bilateral trade registered $ 1830 million.^^ Trade 
relations between India and China have further developed since 
2006 when border trade started through Nathu La Pass. During 
2008, total trade between two countries was $ 62.10 billion.''^ 
During 2009-10, trade reached to $ 42,441.90 million.^^ Thus, 
Indo-China trade relations are based on mutual benefits. 
Detailed study about this phenomenon is taken up in the thesis 
"India's Trade Relations with China Since 1995: Problems and 
Prospects." 
Importance of the Study 
International trade plays a key role in accelerating the 
pace of economic development. The subject has occupied 
centre stage in the wake of recent worldwide economic 
developments, which constitute important events. In particular 
the radical shift from iron curtain to market oriented regimes in 
the countries of Eastern Europe as also the former USSR, 
integration of the industrialized nations into strategic economic 
alliances, successful conclusion of the prolonged GATT 
multilateral trade negotiations, the formation of WTO and the 
thrust on globalization in the third world are the unprecedented 
'^  Web site:flle//:/Indiachina trade relations-files/Economic and Trade relations 8/22/2010 
'^'' Direction of trade and Statistics year book", IMF, Washington issue 2009 
'• DGCI&S Kolkata. 
16 
development which exercised a profound impact on 
international trade.^^ International trade is an activity of 
strategic importance in the development process of a 
developing economy. The importance of foreign trade differs 
from country to country. Normally, external trade is important 
for those countries with a wide geographical area and 
possessing a great variety of natural resources. But, the 
dependence on foreign trade is far more important for smaller 
countries endowed with less variety of natural resources. 
Barriers to trade prevent goods and services from moving freely 
between nations on the basis of purer competition and 
comparative advantage. They are interferences imposed by 
national governments as part of their trade policy in pursuit of 
such goals as balanced international payment position, internal 
economic development, protection for an important domestic 
industry and maintenance of indigenous productive capacity in 
a strategic area. Though tariff barriers continue to be important 
in modern day trade policy, the non-tariff barriers have captured 
most of the attention in the last few decades. In addition to 
quotas some of the more prominent non-tariff barriers are 
multiple (discriminatory) exchange rate systems, countervailing 
Verma,M,L, (2003) "International trade" Vikas publishing house Pvt.Ltd.,New Delhi p.vii 
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duties, orderly marketing agreements (voluntary export quota), 
multiple valuation procedures for purposes of levying tariffs on 
imports, administrative hindrances in processing of imported 
goods, technical standard and specification ill-suited to foreign 
goods and discriminatory government procurement practices. 
These barriers represent a diverse collection of protectionist 
devises used by governments to influence trade patterns. 
Globalization is widely seen as the most important factor 
that could influence economies of nations world over in the new 
millennium. The rapid advancement in information technology 
and communication has made it not just possible but absolutely 
essential for industry world over to adopt for all by the way 
side. Globalization of the economy especially during the 1990s 
is also the result of the initiatives of developed countries like 
the USA, Japan and international institutions namely 
International Monetary Fund (IMF), World Bank and GATT and 
its successor the World Trade Organisation (WTO). WTO has a 
leading role to play in the interconnected world. There is clear 
and individibly relationship between the dynamic of 
technological progress and the dynamic liberalization in the 
world economy. WTO's future agenda is a key to keep this trend 
on track. In Oct. 1997, the WTO reached agreements on 
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services and information technology products, the trade 
coverage of which is the equivalent of global trade in 
asriculiure, autos and textiles combined. But more important 
step was taken by WTO was bringing the technological trade of 
the next century inside a rule-based system. In a globalised 
world, the WTO discipline will not allow a country to make use 
of tariff or quantitative controls to deal with its balance of 
payments. WTO is the organ of implementing the multilateral 
trade agreement. Trade policy review mechanism of the WTO 
which is an extended wing of the Dispute Settlement 
Mechanism discipline.^^ 
The 1990's witnessed a paradigm shift towards market 
oriented economic policies and a careful dismantling of 
obstacles in its wake all over the world. This has helped the 
smaller, emerging economies gain access to world market, 
emergent technologies and collaborations. Globalization has 
also resulted in the creation of a new business framework. More 
changes can be expected in the business scenario especially in 
terms of openness, adeptness and responsiveness. Though 
economic globalization is a very uneven process but with 
" Kumar Ratnesh, (2002) "World Trade Organisation, Structure, Functions, Task and Challenges" Peep 
and Peep Publications Pvt. Ltd., New Delhi. 
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increased trade and investment being focused in a few 
countries, almost all countries are greatly affected by this 
process. However, globalization is an irreversible trend and 
developing economies have to inevitably involve themselves in 
this process. One should therefore carefully consrder how to 
restructure the world trading systems to accommodate 
developing economies by enabling them to benefit from 
globalization while minimizing external shocks. The World 
Trade Organization (WTO) should evolve more effectively 
through an enlargement of waiver clauses, which takes into 
consideration the weaker position of developing countries. The 
1990's have seen an expansion of economic activity among the 
developing countries through a series of economic reforms in 
their economies. This is associated not only with increasing 
cross border movement of goods, services, capital technology 
information and people but also with the organization of 
economic cooperation among nations. As a matter of fact, 
integration of the world economy through globalization and 
liberalization is believed to be highly beneficial to those 
countries which have laid to requisite foundation for 
industrialization and development. This has helped in raising 
productivity of the concerned economy. India has keen interest 
20 
in regional economic cooperation specially in Asia. India is a 
founding member of the Bankong Agreement in 1975, one of the 
first preferential trade agreement in Asia. Since 1991, India has 
pursued a policy of 'Look East' in her foreign economic 
relations. While analyzing the economic relations between India 
and China, it would be interesting to trace the recent events 
that have shaped the foreign trade policy of India. The vital 
aspects of Indo-China economic relations can be accessed in 
assessing the economic reforms being pursued in India and 
ongoing liberalization reforms and privatization in China, 
especially after establishment of WTO. At the time when 
economic liberalization and privatization are on the agenda for 
both India and China, it would be interesting to know the 
problems of their economic relations in the liberalization er-a 
and its future prospects. 
Literature Review 
In the following section, a comprehensive review of 
literature on India's trade relations with China is being 
undertaken to find out the research gap and to formulate the 
objectives and hypothesis of the present study. 
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Dimaranan, Betina^° (et-al), 2007 in his book entitled 
"Dancing with Giants, China, India and Global Economy" has 
discussed some key features of China's and India's trade, 
especially focusing on the rapid growth of exports in recent 
years. Using econometric model, they have illustrated potential 
effects on trade. Authors highlighted differences in pattern of 
trade of China and India and evaluated the implications of rapid 
growth and structural changes on the pattern of trade of two 
giant economies and rest of the world. To illustrate potential 
effect on trade, they used a modified version of the standard 
Global Trade Analysis Project (GTAP).This project shows that 
both countries have scope for expanding trade without hurting 
to each other's development prospects, improving in the range 
and quality of the exports from both countries which may 
improve welfare of the world in general and India and China in 
particular. In this they have focused on static trade aspects of 
growth in both India and China. But it ignores the cost of 
economic transformation and investment growth link. 
Bhat,T.P^\et-al) in this book "India and China Trade 
Complementarities and Competitiveness" 2008, has highlighted 
~° Dimaranan,f3etina(2007) "Competing with giants, who win .who loses"' A co-publishing of world bani< 
and institute of policy studies, Singapore, pp.67-100 
"' Bhat,T.P. et-al( 2008), "India and China Trade complementarities and competitiveness" book well 
publication New Delhi 
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relations, structures, composition and future potential between 
Indo-Chinese bilateral trade, after China's entry into the yVorld 
Trade Organization (WTO). The book also incorporates primary 
survey and makes broad comparisons with the result of 
secondary data used in its study. To measure trade relations 
between these two countries, authors have used trade intensity. 
The book focuses on complementary indices to measure 
structure and potential of trade between these countries. It 
shows that China and India have complementary relations in 
inter-industry product because of China's potential in 
manufacturing goods while India in knowledge based service. 
On the other hand both have competitiveness in labour 
intensive products. The main markets for competition are EU, 
US, Japan and ASEAN. Authors have taken time horizon of 
1996-2005 to examine above aspects. In this study, data have 
been taken till 2005. 
Ray Jayanta Kumar & De Prabir^^ in "Bilateral Cooperation 
Between India and China: Issues and Ways" 2005, highlights 
the importance of cross-border trade in economic cooperation 
between China and India. It gives information about the 
~^ Ray Jayanta Kumar & De Prabir (2005) "Bilateral cooperation between India and China: Issues and 
Ways" Bookwell New Delhi in editing booic India and China in era of globalization essays on economic 
cooperation 
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significance of transport facilities in expanding bilateral trade 
between North-East India and South-West China. Article deals 
\v;!h some basic problems such as geographical factors in 
facilitation of border trade. The article also highlights policies of 
both governments to expand trade through these regions. In 
this study, article only focuses on border trading in bilateral 
trade. 
Dutta,Sujit^^ in "India-China Relations in the Era of 
Globalization" 2005, has highlighted Indo-China relations in the 
era of globalization. Historically, India and China relations are 
very old but not significant. In the era of globalization, both 
countries shifted their policies. Due to this reason, relations 
between them have significantly improved since the middle of 
1999. The article also discussed consequences of Indo-China 
relations on economic growth, border trade and investment etc. 
Border trade between two countries have been increasing 
significantly since last five years. In this article author has not 
discussed about its impact on global market. Data was not 
sufficient to analyse the relations between two countries as it 
covered only six years from 1999 to 2005. 
" Dutta,Sujit (2005;, "India and China relations in the era of Globalization" .It is published in edited 
booi< India and China in era of globalization, Essay on Economic Cooperation, Bookwell New Delhi 
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Ganasemurthy.V.S^^ in his book "India China Relations: 
Dinension and Prospectives" 2009, examines Indo-China 
relations from various angles including regional and global 
dimensions. The book also describes about cultural exchanges, 
share perceptions during freedom struggles, post independence 
and during post revolution concern of the two countries. The 
book also highlights obstacles in the way of India-China smooth 
relations. Author suggests that these problems can be removed 
through promotion of bilateral economic relations between the 
two countries. Author has taken current trend and prospects of 
Indo-China relation to discuss about these phenomena. But in 
this study author has not covered bilateral trade between India 
and China. 
Srivastava, Anupam^^, in his article, "Strategic Context of 
India's Economic Engagement with China" 2007, highlights 
Sino-lndia security relations in the brief and discusses about 
key factors to explore closer economic ties. These factors are 
given priority to identify sustainable economic growth. China 
needs to expand its relations with India and to other economies 
"'' Ganesamurthy,V.S,(2009) ''India China relations: Dimension and Prospectives'' New centuty 
publications, New Delhi. 
" Srivastava,Anupam(2007) ''Strategic context of India's Economic Engagement with China" in Prime-B 
Penelope(et-al) edited book "Economic development in India and China; 'New prospective on progress and 
change" Serial publication, New Delhi. 
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of South Asia and India should seek to penetrate and profit from 
the immense market that China presents. In this article, author 
discL'Gses very little about economic linkages and overlaps 
between the security and economic dimension. 
Desai, Meghnad^^ in his article "India and China: An 
Essay in Comparative Political Economy" highlights historical 
legacies and discusses the comparative developmental path 
and shape of political economies of both countries. Article also 
deals with comparative studies about political relations and 
economies of both countries. Political systems of both countries 
are different from early period. While in economic sphere both 
have some common traits. In this article, development path has 
been discussed in two phases. In the first phase both countries 
considered the state as an engine of growth which was 
mistaken. In the second phase both countries started to adopt 
liberalization policies for living in the modern times. In this 
study GDP is estimated by Purchasing Power Parity index which 
is not sufficient for estimating actual position of an economy. 
Dulci,Rita Rahman^^ (et-al), "China and India; Towards 
Global Economic Supremacy" 2006, the book contains three 
-^ Desai,Meghnad,(2003) "/wt/za and China :An Essay in Comparative Political Economy" critical quest, 
New Delhi 
" Dulci,Rita Rahman (et-al),2006 ''China and India; Towards Global Economic Supremacy". Academic 
Foundation, New Delhi. 
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connected domains. In the first domain book higiilights the main 
theories of economic growth and development in general. In 
Gccond domain authors deal with a brief evaluation of economic 
policies and results achieved by China and India. In the last 
section, the book makes its projections into the future and also 
highlights possible hindrances from abroad. The book lacks 
empirical foundation as the data base to support the theoretical 
perspective very limited. 
Boillot,Jean-Joseph^^ (et-al) 2006, in the paper "India and 
China Trade; Lesson Learned and Projections for 2015" 
describe asymmetric, dynamism and trade relation between 
these two countries since early 1990s. Further it discusses 
emerging trend by 2015 and its impacts on future outline of the 
world trade. Authors have examined continuation of bilateral 
expansion between the two by using econometric tools such as 
gravity model to predict optimum level of trade and CRIER 
model for trade potential and specialization model for 
measuring sectoral complementarity between the two countries. 
Quantitative assessment for 2015 shows that China is still 
largely ahead of India. But article does not take into 
^^  Boillot,Jean- Joseph (et-al) 2006, '"India and China Trade; Lesson Learned and Projections for 2015" 
Economic and Political Weekly Samiksha Trust publication, Mumbai, India pp 2893-2900. 
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consideration service sector. Thus in this article authors do not 
cover a very important sector, (n addition the author has not 
factc ized the natural resources vjhilo estimating the sectoral 
complimentarity. 
Aggarwal,K.Vinod^^ (2006), in "Bilateral Trade Agreements 
in Asia Pacific", discusses the causes of the development of 
bilateralism, how it was evolved and how it would affect other 
types of bilateral trade agreement. These questions are 
explained by author under the three phases of bilateralism such 
as origins, evaluation and its impacts. Further author explains 
about the reasons behind its three external shocks namely (1) 
broader security shift after the end of cold war (2) recognition of 
small and medium size of economies for better mechanism (3) 
the Seattle meeting of WTO created fear that the multilateral 
trading might not continue to function smoothly. In this study, 
the author does not consider geographical factors in the origin 
of bilateralism. 
Guruswamy, Mohan^° (et-al) in his article "Will India Catch 
Up with China?"2006, makes a comparison of economies of 
'•' Aggarwal,K.Vinod,(2006) "Bilateral Trade Agreements in Asia Pacific" in book Bilateral Trade 
Agreement in the Asia Pacific; Origin, Evaluation and Implications (ed) Taylor and F-rancis group. New 
York London, pp.4-23 
•'"Guruswamy.Mohan (et-al) 2006 "Will India catch up with ChinaT In book emerging trends in India-
China relation (ed) 
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India and China. He analysed growth rates, social indicators 
3r>6 induGtrial production, etc. T hese indicators show that not 
cp,!y ChinD is better than India but also these gaps may widen in 
future. While some opine that India catch up with China in 
future due to sound capital market, and independent legal 
system. In this article authors have not reached at a definite 
concluding point. 
Xiaoging,Fu^^ in "Proposals for Future Development of 
Trade and Economic Relations Between China and India" 2000, 
discusses about the economic cooperation and new 
opportunities for trade cooperation. In the article, he further 
discusses about the reasons for limited economic cooperation 
such as small volume of trade, limited area of trade and slow 
development of border trade between India and China. Article 
also highlights about the dimensions of new opportunities for 
trade such as development in Southwest regions of China and 
Northeast regions of India, improvement in political relations 
and adoption of the laws of WTO for expansion in trade. Article 
also suggests some valuable aspects for future development 
like building of mutual confidence in both political and economic 
'^ Xiaoging,Fu 2000 "Proposals for future development of trade and economic relations between China 
and India" China Report, Sage Publication vol.36;2 pp.391-395 
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fields especially priority be given to construction of transport 
infrastructure and establishment cf joint sub-regional 
ccopcration co.Tmunity. In this study, author does not discuss 
the factors which affected trade. 
Das, K. Dilip^^ (2006), in his article, "China and India: An 
Era of Escalating Economic Interaction" discusses about the 
history of Indo-China relations since ancient time. India-China 
had close relations since ancient civilization but it broke down 
in early twentieth century due to political and social problems. 
Again they became close on economic front due to political 
initiatives and determination from both sides during the last two 
decades. They became potential competitors and partners in 
global economy. Empirical studies show that both compete in 
only 25 percent of their products. The two countries have 
determined to develop more extensive cooperation in regional 
and international affairs. This article discusses only about 
competitiveness factors for bilateral relations. While 
complementary factors are also important for bilateral relations, 
which is not considered in this article. 
-'- Das, K. Dilip (2006), ''China and India: An Era of Escalating Economic Interaction". World Economy, 
Institute of World Economics &Political Chinese Academy of Social Science vol.14 no.4 pp.105-119 
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Panda, Snehalata^^ (2003) in, "Sino-lndian Relations in a 
flcv; Perspective," highlights the areas in which both India and 
Cl".ir.2 z':c trying to improve relations in response to changes in 
the international relations especially after the end of the cold 
war. Article also discusses about future direction for 
relationship. First section of this article analyses about the 
factors that determined Sino-lndia relations in 1990. Second 
section focuses on major issues which may determine their 
future relationship. The author concludes that economic 
reasons dominated the relations among nations and middle 
powers have few options to choose independent policies. This 
article does not highlight the earlier relations while current 
relations are based on basic framework. 
Deepak,B.R. (2001)^^ in the book "India-China Relations: 
in the First Half of the 20*^ Century" describes brief historical 
background and basis for Sino-lndia rapprochement during this 
period (1905-1947). The book also highlights about the future 
relations between India and China. The author also explores the 
phases of freedom struggle of India and China, synergy of 
culture of both and outstanding features of Sino-lndia relations 
" Panda, Snehalata (2003), "Sino-lndian relations in a new perspective" Strategic Analyses IDSA 
Vol.27,No.l pp.115-127 
'" Deepak,B.R. (2001) ''India-China relations: In the first half of the 20"" century" A.P.H. Delhi 
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such as anti-imperialism, asianism, anti-racialism and 
li itcma'ionalisni. The horizon is not sufficient. This book gives 
mere stress on political relations. 
Pokharna, Bhawana^^ (2009), in the book entitled "India 
and China Relations: Dimensions and Perspectives." The book 
examines India-China bilateral relations from various angles 
including regional and global dimensions and also examines 
age-old cultural exchanges, shared perceptions during freedom, 
struggles and post independence. The book also highlights 
about the restrictive factors in smooth bilateral relations. 
Further the book suggests some valuable solution of these 
problems. Current trends and prospects of Indo-China relations 
are discussed in this context. In this study author covered a 
vast period for bilateral trade relations before 1995. 
Dixit, J.N^^ (2001), in the book "India's Foreign Policy and 
Its Neighbors" describes about India's foreign policy and its 
relations with neighbours. The chapter numbers 10 & 11 of this 
book related to Sino-lndia relations. Author discusses about 
slow down in the momentum of Indo-China relations. Period of 
the study covered from 1994 to 2001. The book also examines 
"" Pokharna, Bhawana (2009) ""India and China relations: Dimensions and Prospective" New century 
publication, New Delhi 
•'" Dixit ,.].N. (2001), "India's Foreign Policy audits Neighbors" Cyan Publication, New Delhi. 
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the implications in regional political term and in terms of their 
impacts on India's interest. 
Czz, K. Diiip^^ (2CC5) in his article "China and India: A 
Tale of Two Economies" focuses on economies of China and 
India. Author further analyses why China is superior to India in 
all the mieasurable areas of economic performance. The article 
explains the reasons for lackluster performance of India. These 
reasons are delayed, poorly visualized, shallow and 
inadequately implemented reforms as well as non economic 
factors. Undoubtedly India lies behind China but in future India 
can catch well established institutions and economic and 
political framework. This is not taken into consideration in the 
article. 
Iqbal, Badar Alam^^ (2001), in the article "Changing 
Scenario of Sino-lndia Trade and Investment Relations" 
analyses the trade and investment relations between the two 
nations (India &China). From the beginning of the 1990s, Sino-
lndia trade relations and cooperation have shown some 
progress. But the value and volume of trade, both have 
remained small in relation to the size of market, potential and 
" Das, K. Dilip (2005) "-China and India: A tale of two economies" China and world Economy vol.13 
No.4,2005 pp.83-97 
'^  Iqbal, Badar Alam (2001), ''Changing Scenario of Sino-lndia Trade Investment relations'' India 
quarterly lCWA,Delhi, Vol. Lviiii No. 4 Oct.-Dec. 2001 pp. 183-190 
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opportunities. These are due to lack of diversification. The 
r.rticic a!cc gives scmo valuable suggestions for improving the 
bilateral trade relatiens. These suggestions are creation of 
essential competitiveness between India and China as well as 
cooperation in field of Science and Technology. Author also 
highlights major constraints in bilateral barriers, lack of 
information and language barrier. 
The article by Rusko, J. Christopher (et-al)^^ 2007 
entitled, "India and China from Trade to Peace" examines the 
economic factors for improvement in bilateral relations. For 
these, authors set out three possible mechanisms to analyse 
the subject. The commercial interdependence could lead states 
towards peace in general and then examine these mechanism 
for Indo-China relations. It shows that participation of both in 
global economy responsible for improvement in bilateral 
relations. Authors only highlight about the trade relations for 
peace and conclude that these factors are necessary but not 
sufficient in this case. 
''' Rusko, J. Christopher (et-al), "India and China from trade to peace'" Asian perspective, vol. 3!,No.4 
2007,pp 99-123 
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Herd, Richard and Dougherty, Sean'*°, in the article 
"GrovVih Pi'GspeciG if"; China and India Compared," analyse the 
c,.Gvv[i'i piospecLj o' Chi.ia and India through growth accounting 
analysis. They constructed time series of capital stock and 
employment by using available survey data and revisions of 
national accounts of both countries. Their analysis show that 
capital formation is the key factor for rapid economic growth in 
these two countries. Authors conclude that differences are due 
to differences in capital formation. In this study, authors only 
considered production side of the economic growth. 
T. N. Srinivasan^^ (2006) "India, China and the World 
Economy." In this article, the author discusses about rapid 
growth of the two countries and its significant impact on global 
economiy since 1980. Author has described two basic channels 
namely import demand and export supply for this analysis. The 
influence of the growth of China is greater than India because 
China's interaction is more than India in global economy. 
Although India became a major destination of global 
outsourcing and the exports of information technology enabled 
"•^  Herd, Richard and Dougherty, Sean, "'Growth prospects in China and India com/?a/-ec/."Organisation for 
Economic Cooperation and Development, The European Journal of Comparative Economics vol.4, No.l 
pp.65-89,website: http;// eaces.liuc.it 
'^ T, N. Srinivasan "India, China and the World Economy" Economic and Political Weekly, Sameeksha 
Trust Publication,OUP Aug.26.2006. pp.3716-3727. 
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services but it lags behind China in manufacturing hub. India's 
adva,i!Gge over China lias in its vibrant cdemocracy and the 
Ic^:.! and financial systsnis. The paper concludes that whether 
or not India overtakes China in the next two decades, it is clear 
that both countries will be economic powerhouses in the 
medium term and undoubtedly their growth will have significant 
impact on the world economy. The whole analysis is based on 
medium term while long-term analysis would have been more 
educating. 
Literature Gap 
The above review of literature shows that there are many 
studies on the Indo-China trade and economic relations. 
Different aspects of Indo-China relations has been analysed by 
researchers ranging from comparative study of Indo-China 
economic growth rate, trade relations, investment relations to 
political relations, etc. If we talk about the trade relations, we 
observe that the stress of the researchers has been on the 
historical background of the Indo-China trade relations during 
the cold war era, but not many studies had been done purely on 
trade relations in the present era and specifically on Indo-China 
trade relations since 1995. With the establishment of WTO in 
1995, world trade has entered a new era of expansion and 
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growth. China also became member of WTO in 2001. In the post 
VVTC era Indo-C!",ir.a trade lias shown tremendous growth. 
Zun\^i 6iJGic-3 liave focjscd on growth prospects only. This 
study apart from analyzing Indo-China trade from 1995-2008 
focuses especially upon identifying future trade potential 
between the two nations and major constraints in achieving 
them. Previous studies highlighted only general constraints in 
Indo-China trade but here effort has been made to identify 
specific problems facing individual sector, product groups and 
finding out ways to overcome them, so that a sustainable long-
term mutually beneficial trade expansion may become possible. 
Thus, there is a research gap in this direction and the present 
thesis entitled "India's trade relations with China since 1995: 
Problems and Prospects" tries to fill up this gap. 
Objectives of the Study 
The following are the objectives of the present study. 
(1) To study the performance of India's export to China and finding out 
scope for future diversification and expansion. 
(2) To analyze the trends in India's imports from China. 
(3) To study the trends in the balance of trade between India and China. 
(4) To identify Revealed Comparative Advantages of India and China. 
37 
(5) To examine basic problems in India's trade with China. 
(3) TG fi:,d O'J! mc::3'jres fcrfuture expariGion of Indo-China trade. 
Hypo thes is 
The work is essentially based on the secondary sources, 
hence hypothesis of the study are based on the "Pilot 
Research" conducted by researcher and tested by using 
published materials. The hypothesis are given below: 
(1) In the globalised world China and India are considered as 
engine of global growth. China's large and expanding 
market has created vast scope for expansion in exports for 
other countries especially developing countries like India. 
(2) The economic structure of India and China is such that 
they are complementary to meet each other's requirement. 
(3) The pace of India's exports and imports from China have 
increasing trends after liberalization. 
(4) China has reaped greater advantage with the liberalisation 
and opening of Indian market. 
(5) The trade composition has undergone substantial changes 
since 1991 but still is highly skewed. 
(6) Increasing economic interaction and maximizing the benefits 
of economic cooperation would require more stress on 
quality maintenance and maintenance of peace. 
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Scope for the Study 
In the present study, an attempt iias been made to study 
i,', J^taii ['.\c overall trade relationsliip with China. The study has 
been segmented to post WTO policy period to examine the 
impact of liberalization and globalization on trade relationship 
between India and China. The study covered the time span 
since 1995 when WTO came into force. 
Limitations 
The thesis is entitled, "India's trade relations with China 
since 1995: Problems and Prospects". It mainly focuses on the 
bilateral merchandise trade between the two countries while 
excluding commercial services although it is on the rise in 
recent period. Due to constraints of time and resources we have 
excluded the other part that is commercial services and focused 
on only merchandised trade, its structure and pattern. Trends of 
pre-WTO period trade between India and China has also not 
been analysed to focus exclusively on recent period. 
Source of Data 
Study is basically based on secondary data collected 
mostly from reliable official sources. Secondary data have been 
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used extensively. The main source of secondary data are given 
below: 
'T/.r '/oorboD::^ c' Finonc.'o! StoHsHcc and Direction of 
Trade Statistics" (IMF), various issues. 
• "Economic Survey" (Government of India), various issues. 
• "Directorate General of Commercial Intelligence & Statistics" 
(Government of India), various issues. 
• "International Trade Statistics" (WTO), various issues. 
• " Global Economic Monitor" (World Bank) 
• "International Merchandise trade Statistics (IMTS)" 
NUCOMTRADE. 
• "Foreign Trade and Balance of payment" Centre for 
Monitoring Indian Economy, various issues. 
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Research Methodology 
We UGC-d the following statistical tools to measure trends 
in Indo-China trade. 
(1) Export Intensity Index of India with China has been 
measured with the help of following formula: 
Xu = [[X,)'[X)'{M)i[M.-M)} 
Where: 
Xu is India's export intensity with China, 
^ ' ' is export of India to China. 
X, is total export of India. 
M, is total import of China. 
M. is total world import and. 
^> is total import of India. 
I & j denotes country India and China respectively. 
(2) Import Intensity Index of India with China has been 
measured by using following formula: 
ni = [[M:)i[M)i[xHx.-X)] 
Where 
III is India's imports intensity index with China 
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M 
'I denotes imports of India from trading partner 
China 
M. is total imports of India 
^ , i is total exports of China 
^ ^ is total world exports 
X, total export of India 
(3) The Commodity Index Intensity of India's exports to China is 
defined as: 
M I'M , 
Where: 
/ , . , is commodity intensity index of India's export of a 
particular Commodity to China. 
X IC denotes India's export of particular commodity to 
China. 
y(ic is India's total exports to China. 
Ml is China's imports of particular commodity from all 
sources of supply. 
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^ is China's total imports. 
(4) Commodity Index Intensity of India's imports from China is 
defined as follows: o 
M .'M j 
Where: 
^ " - Commodity intensity index of India's import of 
particular commodity from China. 
F" 
^ ' • - India's imports of particular commodity from China 
(China's exports of particular commodity to India) 
^'-'- India's total imports from China (China's total exports 
to India) 
^ ' ' - I nd ia ' s imports of particular commodity from all 
sources of supply 
^>- India's total imports. 
(5) Commodity Concentration of India's export to China has 
been measured with the help of Herfindahl- Hirschman Index 
(HHI) 
i=\ 
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Where: 
.III 
'' is the export of commodity. N denotes the total number 
of commodity classification and ^' is the share of the ^ 
commodity in total exports. 
A HHI index below 0.01 indicates a highly competitive index. 
A HHI index below 0.1 indicates an unconcentrated index. 
A HHI index between 0.1 to 0.18 indicates moderate 
concentration. 
A HHI index above 0.18 indicates high concentration. 
(6) Commodity Concentration of China's exports to India 
measure with the help of Hirschman Index (HHI) 
HH= ty. 
'=1 
Where: 
/" is the export of commodity. 
N denotes the total number of commodity classification and S' 
is the share of the^ commodity in total exports. 
A HHI index below 0.01 indicates a highly competitive index. 
A HHI index below 0.1 indicates an unconcentrated index 
A HHI index between 0.1 to 0.18 indicates moderate 
concentration. 
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A HHI index above 0.18 indicates high concentration. 
(7) Absolute Trado Entropy Index (ATE) of export of India to 
China is as follows: 
'^^-h '-^ In (1/bij) with 0<bij<l and bij =1 where bij represent 
export share of country I from country j 
Where country I denote Indian and country j denotes China. 
(8) Absolute Trade Entropy Index (ATE) of India's imports from 
China is as follows: 
lh„-L 'J In (1/bij) with 0<bij<1 and bij= 1, where bij represent 
imports share of country I from j 
Where country I denote India and country j denotes China. 
(9) Balass's Revealed Comparative Advantage Index (RCA) has 
been computed as 
Where: 
R"' = Balassa's index of RCA 
Xih = India's export of product h. 
^ " = total export of country India. 
^'^ Belassa index of Revealed Comparative Advantage is defined in book of India and China, Trade 
complementarities and competitiveness by T.P. Bhat (et-ai), Book well New Delhi 2008, p .185 
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X^h = world export of product h 
Y 
^^  ••'= total world exports 
/, cc'jntry is caid to have revealed comparative advantage 
(disadvantage) in product h if Rih>1 (<1) 
Scheme of the Chapterisation 
The entire study has been divided into seven chapters. 
First chapter provides introductory background of the study. It 
also deals with the extensive review of literature on the subject 
matter, objectives and scope of the study, hypothesis, sources 
of data and the research methodology adopted for the study. 
Second chapter deals with Indian economy and its economic 
reforms. Third chapter focuses on Chinese economy and its 
external reforms especially. Fourth, Fifth and Sixth chapters 
constitute the core chapters of the thesis. Fourth chapter deals 
with India's exports to China since 1995. Apart from trend 
analysis, export intensity and concentration in India's exports 
have been computed and analysed in this chapter. Using 
Balassa's concept of Revealed Comparative Advantage, export 
competitiveness of India has been ascertained. Fifth chapter is 
devoted to study of India's imports from China since 1995. 
Import trends and commodity composition, import intensity and 
concentration has been examined in this chapter. Sixth chapter 
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deals with trends in Indo-China bilateral trade. Analysis of Indo-
China trade intensity and trade concentration has been 
undertaken in this chapter. Future prospects of Indo-China 
trade has been examined by identifying product potentials and 
constraints. India's balance of trade position with China has 
also been evaluated in this chapter. Final chapter is the 
summary of conclusions and finding of the study. 
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CHAPTER - 2 
INDIAN ECONOMY A N D ITS R E F O R M S 
India's development strategy was launched in 1950s. The 
main objectives of development strategy were the establishment 
of industrial based economy, especially in basic goods and 
heavy machine building. The policy makers further emphasised 
for achievement of self reliance. The strategy adopted for 
growth and progress in India was heavy reliance on planned 
economy with an emphasis on active public sector participation 
in economic development. 
During 1956-57 to 1977-78, the policy of import 
substitution was adopted to protect infant and strategic 
industries. Import substitution was an important phase in the 
industrialization and development process, but its impact was 
gross misallocation of resources to industry and enterprises, 
which provided no inherent advantages and could not survive in 
competition internationally. Government also gave tremendous 
support to small industries, by reserving hundreds of products 
for them. Small scale industry also enjoyed subsidies through 
excise duty concession preferential import allocations, cheaper 
credit and sale tax concessions etc. Thus, small scale industry 
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preferred to stay small to avail all benefits. It created 
continuous burden on already burdened economy. In order to 
protect labour or workers from exploitation, wages of workers 
were fixed in organized sector which were not related to 
productivity. Labour became completely detached from the 
market fundamentals due to aggressive union leadership. 
Labour legislation also gave full freedom to do trade union 
activity. It had adverse effect on economic development. This 
prevented the emergence of a stable system of industrial 
relations. It led to negative effect on growth rate of productivity. 
In agricultural sector subsidies were provided for fertilizer, 
power and irrigation. These subsidies hardly reached the 
targeted section. As a result optimum allocation of scarce 
resources was very less. Policy regarding foreign trade was 
very rigid. When international trade was expanding rapidly, 
India preferred to adopt inward looking policy of self sufficiency. 
As a result India could not maintain pace with world. India did 
not avail the opportunities to use foreign capital when the rates 
of interest were low. The share of India's trade in world trade 
was quite low. It was 2 percent in 1950, and it declined to 0.7 
percent in 2004.^^ 
F.in'igii trade pohcy of Indhi 2004-09" Announce by Shri Kamal N.ilh, Minister ofConmerce and Indi'str)', 
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Second Five Year Plan was launched with emphasis on 
heavy industry largely in public sector but it began to be 
realized that India needed export earnings to finance at least 
part of maintenance and development imports. The foreign 
exchange crises of mid 1957 reinforced the importance of 
export growth as a part of planned development. The 
pessimistic view about the potential for export earning gave way 
to a more positive approach in the third plan (1961-66) with the 
introduction of export promotion measures without deflecting 
from the thrust of imports substitution and industrialization.'^'* 
Renewed emphasis on export was laid in the fourth plan (1967-
74) which envisaged progressive elimination of dependence on 
foreign aid, while the Fifth Plan (1974-79) identified certain 
sectors, such as engineering goods, garments, leather 
manufacture and marine products for achieving increase in 
exports.'*^ It brought some relief but at the end of Fifth Plan, 
second oil shock in 1979, widened the trade deficit further. 
As pre-requisite for export promotion, the Cash 
Compensatory Support (CCS) and the Duty Drawback and 
Import Enticement Schemes were introduced in the late 1960s. 
(jovernment of India, on August 31, 2004. 
" Ruddar Dutt. & KPM Sundharam (2003)" Indian Economy 4H'" eilition"\ S. Chand and Company Ltd. 
New Delhi PP, 280-297 
" Ibid 
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The objective of CCS was to provide compensation for 
unrebated indirect taxes paid by exporters on input, higher 
freight rates and market development costs. The rate of CCS 
was not uniform, often varied from exporter to exporter. It was 
abolished in July 1991. The aim of Duty Drawback system has 
been to reimburse exporters for tariff paid on the imported 
materials and intermediates and central excise duties paid on 
domestically produced inputs which enter into export 
production. Import Entitlement Scheme was introduced to help 
the exporters in procuring imported raw materials and other 
components for export production. Exporters were granted 
import licenses. Average premium on these import licenses 
varied from 70 to 80 percent. Thus, it was the most important 
measure of subsidization."^ These sustained exports growth 
through productive efficiency and cost effectiveness to qualify 
for international competitiveness. A number of committees were 
appointed for import liberalization headed by Dr. P.C. Alexander 
(1978), control and subsidies under Mr. Vadilal Dagli (1979) 
and export promotions were headed by Mr. Prakash Tondon in 
1980. These committees suggested for rationalization in the 
'" Jagdisli Bhagwati and T. N. Srini\asan (1976), '^Forei^n Trade Regimes and Economic Development, 
Delhi, India, pp 64-75. 
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structure of subsidies, promotion of export of service and 
Investment in export sector \N'\th dynamic comparative 
advantage. At the beginning of tine eighties, India embarked on 
the Sixth Five Year Plan (1980-85). In this period India 
experienced huge current account deficit due to oil price hike in 
1979. There was greater recognition of the weakness by inward 
looking industrialization of the earlier decades. India had to 
seek IMF Extended Fund Facility of over five billion dollars in 
1981 in the wake of international oil price increase. 
Foreign Trade Policy issues came into force in the early 
eighties and the view gained that India must avail the benefits 
of international division of labour by greater reliance on tariffs 
than import restriction and liberalization of imports of capital 
goods and technology. External environment became 
increasingly important for India's steady progress. The 
government decided to appoint a committee on trade policies 
headed by Dr. Abid Hussain in the mid 1980s and other 
committee which was headed by Mr. M. Narshimhan to examine 
issues related to a possible shift from fiscal to financial 
control. 47 
Ibid 
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The Abid Hussain Committee suggested that trade cannot 
be separated from the national economy. Exports considered as 
a means of transforming domestic resources into foreign 
resources, which are necessary to finance the process of 
development. It focused exports as an engine of growth, though 
it did not recommend an export growth strategy."*^ The crises of 
1991 in Indian economy did not develop suddenly. The origin of 
crises is directly attributable to the cavalier macro-management 
of the economy during the 1980s, which led to large and 
persistent macro-economic imbalances. During this period fiscal 
deficit was growing due to widening gap between revenue and 
expenditure of the government. This deficit was met through 
borrowing at home. Further the gradually increasing gap 
between income and expenditure of the economy as a whole 
resulted in large deficit in balance of payment (BOP) which 
were financed by borrowing from abroad."*^ The fiscal crises in 
1990 were not an accident or coincidence. The fiscal situation 
had deteriorated throughout the 1980s due to the growing 
burden of non-development expenditures. The gross fiscal 
deficit of the central government was 8.2 percent of GDP during 
^^  Baru,Sanja}'a, "TIK' Economic Dimension of India's Foreii^n Policy" World Affair Journal of 
International Issues. Delhi . Vol. 2. No.2 Apr.- June 1^ )98, p. 89 
''' Misra, S.K. and Puri, V.K. (1999), ''Indian Economy Us developmeni experience 17" edition, "Himalaya 
publishing House. Mumbai. P. 294 
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the late 1980s as compared to 6.3 percent of early 1980s. To 
fill the gap, government took excessive borrowing from internal 
and external sources, leading to mounting internal debt from 35 
percent of GDP in 1980-81 to 53 percent in 1990-91. This made 
the burden of servicing the debt onerous. Interest payment, 
which increased from 2 percent of GDP and 10 percent of the 
centre's expenditure in 1980-81 increased to 4 percent and 19 
percent in 1990-91 respectively, had eaten up 37 percent of the 
total revenue collection of the centre.^° 
Crises in balance of payment were neither sudden nor 
unexpected. The policies of 1970s and 1980s were import 
incentive industrialization and production, while export 
performance was at the best modest. Consequently the current 
account deficit doubled from an annual average of $ 2.3 billion 
or 1.3 percent of GDP during the early 1980s to an annual 
average of $ 5.5 billion or 2.2 percent of GDP during the late 
1980s. These persistent deficits were financed by borrowing 
from abroad leading to increase in external debt from $23.8 
billion or 14.3 percent of GDP in 1980-81 to $ 62.3 billion or 
22.8 percent in 1990-91. Consequently debt service burden also 
'''. Kalpana Rajaraman (2004) (ed) '-Indian Economy Spectrum' Spectrum Book Pvt. Ltd. New Delhi p. 
541 
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increased from 7.9 percent of current account receipts and 14.9 
of exports earnings in 1980-81 to 21.7 percent and 29.8 percent 
respectively in 1990-91. As a result foreign exchange revenues 
dropped to levels, which were not enough to finance essential 
imports even for a fortnight during the Gulf Crises.^^ 
Instead of taking corrective measures to manage balance 
of payment, short-term debt was incurred to finance imports of 
petroleum and fertilizers while borrowing from international 
markets were used to sustain imports. The rapid growth of 
external debts and burden of debt servicing eroded international 
confidence in India's capacity for repayment. Thus, the overall 
picture of the Indian economy was not comfortable during the 
pre-reform period, especially at the time of launching of the 
reforms. 
Economic Reforms in India 
The Challenge of the economic consolidation was based 
on the premise that liberalization, stabilization and privatization 
and poverty relief are intrinsic to transition. Well known 
formulas from reforms were set again; market supporting 
institutions, a skilled and adoptable labour, integration into the 
global economy, good institutions, including good laws and 
" Ibid, p. 541 
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effective enforcement mechanism and strong financial 
institutions. The obsessions with small government which can 
support and complement "rather than stifle" private enterprises 
was seen as essential. Undoubtedly there is universal 
agreement that it is essential to build a strong human capital 
base by reforming education and health systems. Finally 
openness to trade and foreign investment is seen as a major 
force behind strong economic performance across countries. 
Therefore, there is need for taking into account the historical 
context of declining terms of trade which many developing 
countries have faced. Such thrust can not be envisaged without 
fundamental reform.^^ During the 1980s, India's economic 
performance was fairly good. But at the end of the decade, an 
unprecedented liquidity disaster came to haunt India. As a 
result India could not raise funds in international markets. India 
was on the verge of default on external payment liabilities. 
Under these circumstances, it was felt that there was no 
alternative but to undertake drastic economic reforms.''^ 
In the midst of the grave balance of payment (BoP) crises 
of 1990-91, the decision was taken in 1991 by the government 
^' Roy, Sumit, "Developing Economics in the Age of Globalization''' World Affair Journal of International 
Issue, Delhi vol. 2, No. 3 July- Sep. 1998, P. 156 
"'• Report on the National Commission of Labour," Ministry of Labour Ch. 4 p 17. 2001 
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of Narsimha Rao to give up the old economic policies. It 
decided to initiate far reaching reforms that would transform 
India from controlled & closed economy into a fairly open 
economy. Further there would be a gradual opening up of the 
economy linked to the world economy.^"^ The economic policy of 
1990-91 is constituted of two distinct strands, macro-economic 
stabilization and structural reforms. Stabilization measures deal 
with demand management whereas structural reforms deal with 
sectoral adjustments. It is supply side of the economy. 
Macroeconomic stabilization involved returning to low and 
stable inflation and a sustainable fiscal and balance of payment 
position. 
Fiscal Reforms in India 
The aims of the fiscal reforms were to correct the fiscal 
imbalances so that problems like inflation, Balance of Payment 
(BoP) disequilibrium and fiscal deficit in the 1990s could be 
controlled. The major themes of the fiscal policy reforms were; 
i. A deliberate move to a regime of reasonable direct tax 
rate and better administration and enforcement. 
ii. Creation of stable and predictable tax policy environment. 
^^  Chelliah Raja J.. "' Economic Reform Stnileg}-for the next decade.'" Economic and Political Weekly, 
Samiksha Publication, N4unibai, vol. 34, No. 36 Sept. 4, 1999,p. 2582 
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iii. Reliance on non-discretionary fiscal and financial 
instrument in managing the economy, 
iv. Efforts to strengthen methods of controlling expenditure. 
To achieve these targets, government emphasized on 
collection of higher tax and non tax revenues and to control 
public expenditure. In this regard, government appointed a 
committee under Raja J. Chelliah in 1991 to look into the 
taxation reforms. Tax reforms progressed gradually but its 
structure still remains very complicated with high rates of 
taxation. Personal income tax succeeded in establishing a 
regime of moderate tax rates. The rate of personal income tax 
has come down from 56 percent at the start of the reform to 30 
percent. The rate of corporate tax, which varied from 51.75 
percent to 57.5 percent in 1991-92, depending upon the nature 
of the company, has been unified and reduced to 30 percent. 
Excise duties are a major source of indirect tax revenue in 
India. It is switchover from specific to uniform ad-valorem rates. 
Rate of excise duties reduced to 10 percent during 2011-1 
with 130 items out of 370 consumer goods items currently are 
enjoyed exemption from central excise duties. More than 9/10th 
of importable goods would be subject to a uniform custom duty. 
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The basic rate of duty on many agricultural goods and on cars 
is currently higher than the "peak" rate of 30 percent.^'' 
Financial Sector Reforms in India 
A vibrant, efficient and competitive financial system is 
necessary to support the structural reforms in the real economy. 
Over the years, the Indian banking and financial system has 
made impressive progress in terms of both geographical spread 
and functional reach. Inspite of this gain, the Eight Five Year 
Plan document points out, "The balance sheet of the 
performance of the financial sector is thus mixed, strong in 
achieving certain socio-economic, goals and in general 
widening the credit coverage but weak in the viability."^^ 
Therefore, Indian government set up a committee under the 
chairmanship of M. Narsimham, to examine the country's 
financial system and its various components. On the basis of 
recommendations of committee, the major reforms undertaken 
during past few years are as follows: 
1. The level of the statutory liquidity ratio and the cash 
reserve ratio were progressively raised during the 
eighties, to reduce inflationary pressure. Consequently 
'L'nion Budget for the Year 2011-12'' Union Minister of Finance 
Planning Commission, " Eight Five Year Plan I992-9T\ Government of India Vol. 1 1992, p. 8 
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this affected adversely the profitability of banks and 
pressurized them to charge high interest rates on their 
commercial sector advances. As a result, government has 
reduced both SLR and CRR in a phased manner from peak 
of 38.5 percent to 24 percent and 15 percent to 6 percent 
respectively in year 2010. 
2. The RBI has introduced new prudential norms for income 
recognition, classification of assets, provisioning of bad 
debts and capital adequacy. Capital adequacy ratio for 
foreign bank, working in India attained 8 percent till March 
1993, 8 percent CAR for Indian banks which have 
branches abroad till March 1995 and 9 percent for other 
Indian banks till 2000. The minimum capital standards 
have been prescribed, according to the Basle committee 
norms. Under this system, banks are required to maintain 
unimpaired capital funds equivalent to 8 percent of the 
aggregate of the risk weighted assets. Banks were 
expected to touch 4 percent capital risk weighted asset 
ratio by March 1993. This became 8 percent for all banks, 
by March 1996. Foreign banks which are operating in India 
and Indian banks which are functioning in abroad, required 
to 8 percent by 1993 and 1994 respectively. 
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3. Commercial banks got freedom to set up new branches 
without the approval of the Reserve Bank of India (RBI) by 
April 1992. 
4. The RBI has announced guidelines for setting up banks in 
the private sector. 
5. Number of interest rates slabs on bank advances was 
reduced from about 20 in 1989-90 to 2 in the financial year 
1994-95. This attempt to unify interest rate structure aims 
at reducing the degree of cross-subsidy in the banking 
system. 
6. The supervisory system of the RBI is being strengthened 
with the establishment of a new board for Financial 
Supervision in Nov. 1994 under the chairmanship of 
Governor of the RBI and the Deputy Governors as the ex 
officio members. The board was to ensure implementation 
of the regulations with respect to credit management, 
asset classification and income recognition provisioning, 
capital adequacy and treasury operations. 
7. An act was passed in 1993, under which Special Recovery 
Tribunals have been set up to facilitate quicker recovery 
of loan arrears. 
8. Banks have greater freedom in determining the working 
capital needs of the borrowers and responding to local 
requirement in an appropriate manner. 
Foreign Exchange Reforms In India 
The wave of liberalization and reforms has brought various 
changes in foreign exchange regime. Due to this foreign trade 
policy and foreign direct investment were also substantially 
liberalized. India follows a market determined floating exchange 
rate, calculated on the basis of the basket of the currencies. 
The exchange rate reform has been facilitated by the adaptation 
of convertibility of rupee for the current account transaction with 
acceptance of article of agreement of the international monetary 
fund during 1994. In subsequent year, capital account has been 
substantially liberalised convertibility with an unprecedented 
liberalization of outflows by residents. The Foreign Exchange 
Regulation Act 1973 has been replaced by the Foreign 
Exchange Management Act (FEMA) 1999 for facilitating cross 
border transactions involving foreign exchange and to better 
reflect India's growing international engagement. FEMA governs 
any transactional relationship between a resident and non-
resident entity. Under the rules, FEMA indicate that all current 
account transactions should be enabled and facilitated whereas 
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specific capital account transactions be enabled. There has 
been increase in instrument in the foreign exchange market by 
the liberalization, such as development of rupee foreign 
currency swap market. Authorized dealers have been permitted 
to use innovative products like cross currency option, interest 
rate, currency swap and Forward Rate Agreement (FRAs) in the 
international forex market. Authorized dealers have also been 
permitted to initiate trading position, borrow and invest in 
overseas market subject to certain specification and ratification 
by respective bank's board. Banks have also been permitted to 
fix interest rate on non-resident deposit, subject to ratification 
by RBI.^^ Further permission to various participants in the 
foreign exchange market, including exporters, Indian investing 
abroad, financial investor to avail cover and inter-swap 
transaction without any limit subjected to genuine 
understanding exposure was also granted. 
In 2004, the Committee on Procedures and Performance 
Audit on Public Services (CPPAPS) made recommendation 
mainly to adopt "procedures, wherein at least for individuals, 
foreign exchange transactions would have the same ease of 
operations as rupee transactions". The RBI Committee, on 
Eight five year plan 
Fuller Capital Account Convertibility (FCAC) in 2006 had stated 
that, "there is a need to break out of the "control mindset, and 
substantive policy issues should be de-linked from procedural 
issues". In this regard, the FCAC Committee recommended, 
inter alia, the setting up of an internal RBI Task Force to review 
items identified as procedural / operational matters, so as to 
examine the efficacy in the functioning of the powers delegated 
to Authorized Persons and Regional Offices of the RBI. The 
Task Force which was set up, submitted its findings and 
recommendations in 2007. Although the Task Force addressed 
a number of issues, a large number of anomalies still remain. 
As several committees, including the present one, have 
dealt with procedural inefficiencies, it is worth highlighting some 
of the main areas which have created difficulties in the 
functioning of FEMA. The Committee received a multitude of 
suggestions from several individuals resident in India and 
abroad as also Authorised Dealers (ADs) and various 
associations and entities. The issues examined in this Report 
emanate from these suggestions. The approach of the 
Committee has been towards doing away with transaction by 
transaction approval at the AD level so as to leave no scope for 
arbitrarmess or rent-seeking and towards bringing more clarity 
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and transparency, so that law abiding citizens, Resident NRIs 
and PIOs can benefit from a liberalized regime. The Committee 
is of the considered view that the procedural "knots" in the 
system need to be untied to enable the present forex 
liberalization to be effective and in the absence of untying of 
these knots, any further forex liberalization will not be 
meaningful. The Committee is of the view that the 
implementation of its recommendations would bring about a 
significant improvement in the functioning of the forex regime 
as applicable to individuals and these recommendations can be 
implemented in the current financial year (2011-12). The rest of 
the report addresses specific issues of procedures which need 
to be amended or totally scrapped.^^ 
Privatization in Indian Economy 
The need for active participation of private sector has 
been felt since the mid 1980s, because the functioning of 
various public sector undertakings were not satisfactory. The 
public sector generated heavy losses. The aims of economic 
reforms have been to activate the forces for competition, 
efficiency and bring about dimensional changes in the relative 
''''•Report of the committee to review tlie facilities for individual under FEMA, 1999" by Dr. D. Subbarao 
Governor RBI, Aug. 5, 2011 pp. 5-9 
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role of the public and private sector. Now private sector is 
assigned larger role in accelerating industrial participation and 
is encouraged especially in sophisticated industries like power, 
telecommunication, petrochemicals and transport. In the 
process of privatization in 1991, only eighteen specified 
industries which were related to security and strategic areas 
needed licenses. At present there are only four industries that 
come under compulsory licensing. The assets limit of 
Monopolies and Restrictive Trade Practices Act (MRTP) has 
been removed. The MRTP Act is now used only for controlling 
and regulating monopolistic, restrictive and unfair trade 
practices. To raise resources and ensure wider participation of 
private sector, disinvestment was done in PSUs in favour of 
mutual funds, financial institutions, workers and general public. 
AL present, there are only four industries reserved for public 
sector.^^ All these exercises at the government level were 
related to the changing economic scenario, where privatization 
would certainly create an environment conducive for the 
induction of the latest technology and would unleash both 
''' Chandra Shekhar Prasad (ed) (2005) "India: Economic policies and performance 1947-48 to 2004-Or 
New centuiA' Publication. New Delhi pp. 21-36 
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entrepreneurship and innovation, which Is expected to have a 
multiplier effect on other industries. 
Change in Foreign Investment Regime in India 
Foreign Investment comprises Foreign Direct Investment 
(FDI) and Portfolio flows consisting of Foreign Institutional 
Investors (Flls). Now a days, FDI is considered as an important 
factor for industrial development especially in developing 
countries because it flows as a bundle of capital, technology, 
skills and sometimes even market access. Thus most of the 
developing countries welcome the multinational enterprises 
(MNEs) that are usually associated with FDI. Since 1991, India 
has been liberalizing her FDI policy regime. The liberalization 
has been accompanied by changes in the sectoral composition, 
sources and entry modes of FDI. The new FDI policy has 
allowed an increase in the stake of foreign investors in Indian 
companies. In 2000, government allowed up to 100 percent on 
the automatic route for most activities, a small negative list was 
notified where either the automatic route was not available or 
limit on FDI. It reached to $ 25.89 billion in 2009-10 from 2.23 
billion in 2003-04. Thus, FDI inflows accelerated by nearly 
thirteen-fold during 2003-04 to 2009-10. The estimates of World 
Investment Report (WIR) 2010 shows that India will be most 
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attractive location for FDI in 2010-12 with second rank.^° By the 
amendment in Foreign Exchange Regulation Act (FERA) 1973, 
the new policy removed the 40 percent ceiling for foreign equity 
participation that was in pre-reform period. It rose to 51 percent 
in normal cases and even up to 100 percent in special cases. 
The new sectors have been thrown open for foreign equity 
participation such as mining, banking, insurance, 
telecommunication, construction and management of ports, 
harbors, roads and highways, air lines and defence equipment. 
Foreign ownership upto 100 percent is permitted in most 
manufacturing sectors, in some sectors even on automatic 
basis, except for defence equipment and small scale industries 
where it is limited to 26 percent and 24 percent respectively. 
The dividend balancing and the related export obligation 
conditions on foreign investors, which applied to 22 consumer 
goods industries was withdrawn in the year 2000.^^ 
External Sector Reform in India 
Prior to 1991, foreign trade of India suffered from strict 
bureaucratic and discretionary controls. After 1991, trade policy 
has been liberalized substantially. Some liberalization 
Mohan GurusAvaniy (el-al ) " Foreign Direct Inveslmenl in India's retail sector more bad than good^ 
EFW Vol. 40 No. 7 Feb. 12-18, 2005. pp. 619-623. 
"' Kumar Nagesh, "Liberalisation , Foreign direct investment flows and development Indian experience in 
the %s" Economic & Political weekly, vol. 40, no. 14. Apr. 2-8. 2005, pp. 1459-1469. 
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measures were taken to make export competitive in the 
international market. While some other liberalization policies 
were taken due to pressure of international agencies like WTO. 
After joining WTO in 1995, India came under an obligation to 
strike down all quantitative restrictions on imports and reduce 
import tariffs in a phased manner so as to open up the economy 
to world trade. 
Trade policy reforms in the recent past, with their focus on 
liberalization, openness, transparency and globalization have 
provided an export friendly environment with simplified 
procedures for trade facilitation. The main features of the new 
trade policy evolved over the years since 1991 are as follov>/s; 
Import Controls: QRs. 
Though trade reforms began in 1980s, the import control 
regime was still complex in 1990-91. A significant effort was 
made to clean up this complex regime in July-August 1991, by 
introducing the Exim Scip. Under this, a free tradable import 
license was permitted (30 percent of export value as import 
entitlement from the limited permissible list) the premium on 
which effectively constituted a dual exchange rate.^^ The 
''' Arvind Virmaiii (2003). " hidia 's External Reforms; modest globalization, signijicani Gains'', EPW vol. 
38. No. 32, Samiksha Trust publication, Mumbai, India p. 3375 
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existing casii compensatory system was abolished. QRs were 
eased on 96 items by moving them from the 'restricted to the 
limited permissible' category. The removal of QRs on 37 items 
by moving them from the limited permissible to the 'Open 
General License' category was, however, overwhelmed by a 
reverse movement of 110 items. QRs were also lifted on six 
items (de- canalized) and eased on 16 others (moved from the 
canalized category to the limited permissible category). The 
trade policy of April 1, 1992 made almost all intermediate and 
capital goods free from quantitative restrictions. Only 71 items 
remained restricted/ licensed (3 banned/ 7 canalized). These 
items are mainly double use goods. A special import licenses 
(SIL) was given to star exporter for importing restricted items. 
The trade policy of April 1, 1993 removed 146 items from the 
negative list of exports.'^^ Kerosene, liquified petroleum gas 
(LPG), low sulphur heavy stock, waxes and fertilizer 
(phosphoric & potash) were de-canalized. In April 1994, the 
scope of SIL was expanded and second hand capital goods 
(with a residual life of five years) were allowed for import. The 
import policy of April 1995 put 78 consumer goods in five the 
freely importable category. At this point out of total of 50216 
"'' ibid 
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digit items on the harmonized tariff system's list, 3000 were 
freely importable while 1487 were importable using the freely 
tradable SIL. Further progress was made in 1996-97 by the 
movement of about 70 items to the SIL. 
Exports 
To promote export various incentive measures were taken. 
Profits from exports were completely exempted from income 
tax, 100 percent Export Oriented Units (EOUs) and Exports 
Promotion Zones (EPZs) had the additional incentive of 5 to 8 
years tax holidays for profits arising from the 25 percent 
Domestic Tariff Area (DTA) sales were allowed. In April 1993, 
trade policy, the EOU-EPZ system was expanded to agriculture 
and allied exports with 50 percent DTA sale allowed. Under the 
Export Promotion Capital Goods (EPCG) schemes for exporters, 
the concessional duty on capital goods was reduced to 25 
percent. In April 1994, an electronic hardware technology park 
scheme was introduced on par with the EPZ. The concept of a 
Free Trade Zone was finally accepted in 1999-2000. 
India's Foreign Trade Policy 2009-14 
Announcing a foreign trade policy in the most severe 
global recession period in the year 2009 has been indeed a 
daunting task. The foreign trade policy announced by the UPA 
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government in 2004 had set two objectives, namely, (i) to 
double our percentage share of global merchandize trade within 
5 years and (ii) use trade expansion as an effective instrument 
of economic growth and employment generation. In the last 5 
years our exports witnessed robust growth to reach a level of 
US $ 168 billion in 2008-09 from US $ 63 billion in 2003-04. Its 
share in global merchandize trade was 0.83 percent in 2003 
which increased to 1.45 percent in 2008 as per WTO estimates. 
India's share of global commercial services export was 1.4 
percent in 2003, which increased to 2.8 percent in 2008. India's 
total share in goods and services was 0.92 percent in 2003. It 
became 1.64 percent in 2008. The short term objective of policy 
was to prevent the declining trend of exports and to provide 
additional support especially to those sectors which has been 
affected badly by recession in developed world. The objective 
of policy was to achieve an annual export growth of 15 percent 
with an annual export target of US $ 200 billion by March 2011. 
In the remaining three years, annual rate of export growth 
target is 25 percent. By 2014, expected aim of FTP is to double 
India's exports of goods and services. The long run objective of 
policy was to double India's share in global trade by 2020. In 
order to meet these objectives, they would follow a mix of policy 
measures including fiscal incentives, institutional changes, 
procedural rationalization, enhanced markets across the world 
and diversification of export markets. At this juncture, it is our 
endeavor to provide adequate confidence to our exporters to 
maintain their market presence even in the period of stress. A 
special thrust needs to be provided to employment intensive 
sectors, especially in the field of textile, leather, handicraft etc. 
To provide a stable policy environment for foreign trade, 
government decided to continue with the DEPB scheme up to 
Dec. 2010 and income tax benefits under section 10 (A) for IT 
industry and under section 10(B) for 100 percent export 
oriented units for one additional 9 year till 31^* March 2011. 
Government has taken important steps to diversify our export 
market and offset the inherent disadvantage for our exporters in 
emerging markets. The diversification of product and markets 
through rationalization of incentive rate which have been based 
on the perceived long term competitive advantage of India in 
particular product group and market. As part of policy of market 
expansion, India has signed a comprehensive Economic 
Partnership Agreement with South Korea which will give 
enhanced market access to Indian exports. We have also 
signed a Trade in Goods Agreement with ASEAN which came in 
force from January 01, 2010. It would give enhanced market 
access to several items of Indian exports. In the era of global 
competitiveness, there is need to upgrade the technology and 
reduce the costs. For technological upgradation in our export 
sector, government has introduced EPCG scheme at zero duty. 
This scheme shall be in operation till 31.3.2011. For 
technological upgradation of the export sector, stake holders 
will be permitted to import capital goods duty free of specified 
product groups. Some cities of India are recognized as Towns 
of E:xport Excellence for technological upgradation. To expand 
in project exports, a high level coordination committee is being 
established in Department of Commerce to facilitate the export 
of manufactured goods/ project exports through EXIM Bank for 
new and emerging markets. To encourage production and 
export of 'green products' through measures such as phased 
manufacturing programme for green vehicles, Zero duty EPCG 
scheme and incentives for exports. To enable support to Indian 
industry and exporters especially the MSMEs, in availing their 
rights through trade remedy instruments under the WTO 
framework. In order to reduce the transaction cost and 
institutional bottlenecks, the e-trade project would be 
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implemented in a time bound manner to bring all stake holders 
on a common platform. 
Economic Reforms and Performance of Indian 
Economy 
Since beginning of economic reforms in 1991, Indian 
economy made significant achievements in economic growth, 
sustained improvement in balance of payments, foreign 
exchange reserves and overall development of the economy. 
However, reforms have not achieved the desired results on 
many fronts such as reduction of poverty and unemployment, 
expansion of public services, infrastructurai development, rural 
development, increase in income and employment of farmers 
and improving the conditions of the marginalized sections of the 
society. 
Economic Growth 
The growth rate of Indian Economy from the First Five 
Year Plan till the Tenth Five Plan showed that growth rate was 
low up to the Fourth Five Year Plan. Since then the economy 
achieved a growth rate of more than 5 percent (except the 
annual plan period 1979-80). Annual average growth rate of 
GDP at factor cost was 5.81 percent during the 1980s slightly 
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declined to 5.77 percent the 1990s, whereas during current 
decades, it has improved to 7.32 percent. This indicates that 
the economy achieved a more steady and sustained growth rate 
during the post reform period. 
Sector wise growth rate decade-wise shows that annual 
average growth rate of agriculture and allied sectors was 4.67 
percent in 1980s, 3.19 percent in 1990s and 2.53 percent in 
2000s. It shows that performance of agriculture and allied 
sectors was better before the reforms. The annual average 
growth rate of the secondary sectors viz. manufacturing, 
construction, electricity, gas, and water supply was 6.64 
percent during the 1980s and 5.91 percent in the 1990s and it 
reached to 16.42 percent in current decades. Annual average 
growth rate of trade, hotels, transport and communication was 
5.89 percent during 1980s and 7.56 percent during 1990s, 
which touched to 10.04 percent in present decades. Annual 
average growth rate of banking, insurance, real estate and 
business services was 9.30 percent, 8.94 percent and 9.41 
percent in 1980s, 1990s and 2000s respectively. Thus, figures 
of sector wise growth rate in GDP at factor cost price show that 
the contribution of all sectors except agriculture and allied 
products have increased since economic reforms. 
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External Sector 
Major achievements of economic reforms have been 
sustainable improvement in balance of payment. After economic 
reforms, commercial borrowing to finance the current account 
deficit has declined. The debt service ratio had also shown a 
declining trend during the decade. Due to this Indian economy 
has moved to more stable and sustainable balance of payment 
during the post reform period. At the end of 2003-04, India 
achieved surplus with $ 31421 million. After the global financial 
crisis, position of BOP again became adverse with deficit of $ 
20,080 million during 2008-09. During 2008-09, current account 
deficit was 2.3 percent of GDP which reached to 2.8 percent in 
2009-10, whereas net capital flows were $ 6.8 billion (0.5% of 
GDP) in 2008-09 which increased to $ 53.4 billion (3.8% of 
GDP) in 2009-10. 
Future Reforms 
To raise economic growth further reforms are needed to 
improve infrastructure, education and basic services. The next 
round of reforms needs to focus on a number of key areas that 
have the potential to further boost economic growth. In recent 
reforms, there are a number of barriers to growth in product, 
labour and financial markets and the provision of infrastructure. 
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Further, more taxation policies need to be reformed in order to 
create a truly national market and improve incentives and 
release resources for reducing bottlenecks in infrastructure. In 
addition education needs to deliver more efficiently so as to 
improve human capital formation. Economic growth could be 
more inclusive by achieving faster growth in regular 
employment. The level of employment protection needs to be 
reformed in order to increase employment, particularly in large 
companies. There are a number of areas where barriers to 
competition need to be reduced. In industry and the financial 
sector, the public ownership in the economy dominated, which 
needs to be liberalized further. Despite progressive 
deregulation, only 41 percent of bank assets have been 
completely liberalised. 
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CHAPTER-3 
CHINA'S ECONOMY AND ITS EXTERNAL REFORMS 
China is a rapidly developing economy. It is the second 
largest economy in terms of exchange rate followed by USA. 
Gross Domestic Product (GDP) of China was US $4.4 trillion in 
2008. In terms of Purchasing Power Parity (PPP), China is 
fastest growing economy since last three decades. The annual 
growth rate of China is above 10 percent.^'' Before 1949, 
China's economy had no peculiar characteristics. China's 
national income was very low, and rate of its capital formation 
was not sufficient. As a result, output of agricultural product fell 
down. Whereas the annual average growth rate of industry was 
8 percent during 1941-43.^^ Based on growth rate since 1949, 
Chinese economy has been divided into different phases. 
The initial phase of economic development was 1949 to 
1952. This was the period of recovery and remedy. In 1949, 
China adopted a socialist oriented heavy industry development 
strategy based on Big Push Theory.®^ During this phase, land 
reform was implemented which eliminated the political and 
'^ L'SA. Toda_\' (10-25-2007). "Chinese economy slo^:s to still sizzling 11.5% growth"' 
''"Xliiistopher Howe (1978), "China's Economy: A basic guide" Granada Publication, London pp. xxii. 
"" Fxonomy of the People Republic of China- Wikipedia, the free encyglopedia.htm.p 4 
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economic power of the landlords and distributed assets to the 
rural population. By 1952, most industries were approaching full 
capacity. Thus, Chinese economy got a scope to decide upon 
its long run strategy for improving China's economic 
performance.^'' 
The second phase of the economy (1952- 59) had 
accelerated the growth. During this phase, the First Five Year 
Plan (1953-1957) and the Great Leap Forward (1958-59) were 
launched. The highest priority was given to industrial sector 
such as coal, electrical power, iron and steel, building 
materials, basic chemical and heavy engineering. The objective 
was to set up technologically sophisticated and large-scale 
capital-intensive industrial units.®^ Due to the intensive use of 
existing plants, construction of new plants and revival of small 
scale industries, industrial output grew rapidly in comparison to 
the agricultural sector. 
During Third Phase (1959 to 1961), economic performance 
declined. It is described as a period of closure of factories, the 
collapse of agricultural organisation and worsening condition of 
Chinese population. By 1960, Mao began to make fundamental 
Christopher Howe (1978), "China's Economy: A basic guide' Granada PubHcation, London pp. xxii. 
"^ Spence, Jonathan D. (1991). "The Search for Modern China" Publication of W.W. Norton and 
Company, New York P.583 
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changes. He gave priority to the development of agriculture by 
converting the resources of chemical fertilizer industry and 
machinery plants into the production of agricultural equipment. 
For improvement in agricultural situation, private plots were 
restored, the sizes of communes were reduced and greater 
freedom was granted to the production team. 
The fourth period was of readjustment and the Cultural 
Revolution (1961-70). Since 1962, Chinese economy re-
strengthened after depression by improving growth rate. Central 
control was reasserted in many spheres; planning was cautious, 
output rose, trade was restored and the standard of living 
began to regain. In 1965, Self-sufficiency in oil was achieved, 
and debts to the Soviet Union were finally cleared off due to 
further improvement in China's economic position. However, 
politically the situation remained difficult. By mid-1966, the 
revival of the economy finally made it possible for Mao to 
launch a Cultural Revolution which aimed not to remedy 
economic problems but a campaign against his enemies. 
Therefore the Cultural Revolution had two adverse economic 
consequences. One was that general dislocation led to a 
decline in industrial output and the other was that it halted the 
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tentative revival of foreign trade between 1963 and 1965. 
However, China's economy again improved from mid 1968. 
Fifth phase is characterised by the Revival of Growth with 
Trade (1970-79). During this period expansion of trade was an 
important part of the strategy, especially renewal of imports of 
machinery and plants. This expansion was facilitated by the 
diplomatic offensive launched in 1972. As a result, China 
renewed links with the United States and opened full diplomatic 
relations with Japan and many other countries. Since 1978, 
China's economic reforms began in agriculture, industry, fiscal 
and finance, etc. During this period, policy consisted of both 
central planning with market-oriented reforms. During 1979, 
rural and agricultural reforms began with major price increases 
for agricultural products. 
During 1980-1990, Chinese government adopted a 
pragmatic approach on many political and socio-economic 
problems. Under that approach, government emphasised to 
raise personal income and consumption. A new management 
system introduced to increase productivity. Government focused 
on foreign trade too. In the 1980s, China tried to combine 
central planning with market-oriented reforms to increase 
productivity, living standards and technological quality without 
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increasing inflation, unemployment and budget deficit.^^ In 
1981, household responsibility system was introduced in 
agriculture. In this system, peasants became more independent 
regarding decision making in agricultural activities. During this 
period, size of private plot was increased. Restrictions on 
selling of agricultural products lifted.^° After 1984, China's 
people communes were largely eliminated. Much longer-term 
contract for land was encouraged (generally 15 years or more). 
In 1985, government abolished the system of state allocated 
production quotas in agriculture. Government also encouraged 
non-agricultural activities such as village enterprises in rural 
areas. It promoted autonomy to the management of state owned 
enterprises and increased competition in marketplace. The aim 
of urban economic reforms in China was to integrate China with 
global economy. The development of private sector was allowed 
and it permitted to compete with state owned firms in a number 
of service sectors and increasing in infrastructure operation 
towards light and high technology industry. Mandatory planning 
system was reduced. Profit remission system was replaced with 
contracting and tax based system. Several measures were 
"" Roderick MacFarquhar. Michael Schoenhals (2006). '"MUD'S Last Revohitioif The Belknap Press 
Elisabeth j Perry (et -al) (1985) "Political Economy Reform in Post Mao China" Harvard University 
Press 
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taken to improve the incentives for the management to increase 
the efficiency of their firms. Reforms led to an increase in the 
average annual growth rate of 10 percent in agriculture and 
industrial output during the 80s. Industry posted major gain, 
especially in coastal areas. Rural per capita income became 
double. China achieved self-sufficiency in grain production.^^ In 
1978, foreign direct investment (FDI) was permitted in many 
Special Economic Zones along the coast.''^ In 1980s, number of 
such areas for foreign direct investment increased. As a result 
14 coastal cities and 3 coastal regions for foreign investment 
emerged.^3 During this period, economic policies focused on 
market-oriented reforms and reducing reliance on centralized 
planning. But at the end of 1989, Chinese economy again 
emphasized on centralized planning and a large state run 
enterprises. As a result pace of economic growth slowed 
down.^'* 
China's economy regained momentum in early 1990s. In 
this period, China tried to create a 'socialist market economy' 
'Gabriel, Sat\'a .1. (1998). "Economic Liberalization in post Mao China Crossing the river by feeling for 
stones" 
Theodore (iroves (et-alj. "Autonomy and Incentives in Chinese Stale Enterprises" The Quaterly Journal 
of l-;conomics. Vol 109 No. 1 Feb 1994 pp 183-209. 
Y.C..Iao(et-al) 1987, " ('hina 's special economic zones: Policies . Problems and Prospects" OUP China. 
' Wei Ge (I999j Special Economic Zones and the Economic transition in China. World Scientific 
Publishing pp.4-8. 
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with continuity in the political system. It was the key task of 
1990s. Ten years development plan saw the bolder reform in 
China's economy. During 1993, Chinese economic expansion 
was followed by the introduction of more than 2000 special 
economic zones.^^ In 1996, the Chinese economy grevy rapidly 
by about 9.5 percent. After 1996, rate of growth became slow 
for next three years. Slowing of growth rate was due to Asian 
Financial Crises of 1997. Official growth rate was 8.9 percent in 
1997, 7.8 percent in 1998 and 7.1 percent in 1999. This trend of 
slow growth rate was slightly changed in 2000 when GDP 
growth improved to 8 percent.'^^ During the past two decades, 
China's economy grew impressively. Despite impressive growth 
rates reform of state sector and modernization of banking 
system remained major hurdles.^^ 
Chinese legislators proposed amendment to state 
constitution to provide protection for private property rights and 
new emphasis on certain aspects of economic policy, reduction 
in unemployment, to reduce income between urban and rural 
regions, and to maintain economic growth along with protecting 
environment and improving social equality. These proposals of 
'• Ibid pp 67-102 
'" Ibid 
^"bid 
amendment have been approved in March 2004. During March 
2006, 11"^ Five Year Economic Programme was announced. The 
aim of this plan was to build a harmonious society through more 
balanced wealth distribution and improved education, medical 
care and social security. As a result, annual average growth 
rate of Chinese economy was 10 percent during the period 
1990-2004. China's GDP touched to 10 percent in 2003 and 
10.1 percent in 2004. China's total trade was more than $1.76 
trillion in 2006. China became the third largest trading country 
in the world.^^ In 2007, growth was 13 percent and China's 
Gross Domestic Product was $ 3.4 trillion in 2007. This made 
China the world's third largest economy by GDP.^^ Since 
economic reforms, social and economic indicators have 
improved, but inequality has risen between highly developed 
coastal provinces and less developed poor inland regions. U.S. 
estimates indicate that in 2007, around 103 million people of 
China lived below poverty. Consumption of these people had 
been less than $1 a day. Most poor people of China belong to 
rural areas.2° 
'** Kuotsai Tom Liou (1998), "Managing Economic Reform in Post Mao China' Greeinsood Press pp. 133-
143. 
'' Alvin Y.Lin (2001), "' The Chinese Triangle of Mainland China, Taiwan and Hong Kong" Greenwood 
Publishing. 
"^ www.niercopress.com/vernoticia.do. 
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China launched its Economic Stimulus Plan, to specifically 
deal with the global financial crisis of 2008-09. Assessment of 
sectoral developments in Chinese economy would be helpful in 
understanding the undergoing changes in Chinese economy. 
AGRICULTURE 
China is one of the prime producers and consumers of 
agricultural products. Its principal production is rice, wheat, 
corn, tobacco, soya bean, peanuts, tea, millets, barley, oilseed, 
pork, and fish in which largest produce was of rice. Major non-
food crops are cotton, other fibers, and oilseed. Contribution of 
non-food crops in foreign trade revenue is very low. The 
cultivation of agriculture is intensive. Thus, yields of agricultural 
product are very high. Despite this there is ample scope of 
increasing the production through improving plants stocks, 
fertilizer and technology.^^ China's rank in total farm output is 
first in the world, while only 10-15 percent of its total land is 
suitable for cultivation.^^ Animal husbandry is the second most 
important component of agricultural production. China is a 
world-leading producer of pigs, chickens, and eggs. Since the 
economic reforms of 1970s and 1980s, China's farming 
*" Economy of the people's Republic of China Wikipedia 12,11/2009 pp 19-20, 
*-Ibid p. 20 
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activities shifted to a systematic household responsibility and 
price control became liberal. 
INDUSTRY AND MANUFACTURING 
Share of China is 8 percent in world's manufacturing 
output with third rank. China's major industries are mining, ore 
processing, iron and steel, aluminum, coal, machinery, 
armaments, textiles and apparel, petroleum, cement, chemical, 
fertilizers, food processing, automobiles and other 
transportation equipment including rail, cars and ships and 
aircraft. Consumer products are footwear, toys, electronics' 
telecommunication and information technology. Since 
independence, China gave considerable attention to industrial 
development. Machine building and metallurgical industries 
have received the highest priority. Share of these two are 20-30 
percent of the total gross value of industrial output.^^ Industrial 
output of China has grown at an average rate of more than 10 
percent per year.^'^ 
FOREIGN INVESTMENT 
China's investment climate changed dramatically. In the 
early 1980's, foreign investment was restricted to export 
'•^  Florida Forestry China Trade Mission Report 
^^  Wiidpedia, (I2.11.2009) "Economy of the People's Republic of China" pp.24 
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oriented operations. But after legalizing, foreign investment, 
capital inflows expanded every year until 1999.^^ Foreign 
invested enterprises account for 58 to 60 percent of China's 
imports and exports.^^ In 1998, it produced about 40 percent of 
China's total export. Total foreign exchange reserves were 
about $ 145 billion in 1998. Share of foreign invested 
enterprises had been around half of total China's export 
production. From 1993-2001 China was the second largest 
recipient of FDI. China received $39 billion in 1999 and $ 41 
billion FDI in 2000. In 2005, this amount was $ 80 billion 
according to World Bank Statistics. In 2006, China received $ 
69.47 billion in FDI. Total foreign exchange reserve was $ 155 
billion in 1999 and $ 165 billion in 2000. It increased to $ 800 
billion in 2005. At the end of 2006, its amount was $ 1.066 
trillion and in July 2008, it reached $ 1.9 trill ion. In addition, 
China became the largest foreign holder of US treasury 
securities. Thus, foreign direct investment has been new 
feature of Chinese globalization, where local Chinese firms 
85 China Statistical Yearbook ( 2007), publislicd by China Statistics Press annuall) Table 18-14 
'" Ibid 
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seek to make investments in both developing and developed 
countries.^'' 
FINANCIAL SYSTEM IN CHINA 
Prior to 1978, Chinese financial system was integral part 
of the centrally planned economy. The main institutions were 
the Mlinistry of Finance, which collected the surpluses of state-
owned enterprises and banking institutions that administering 
credit allocation. The People's Bank of China has been 
organized vertically; the State council controlled the head office 
of the bank. Its branches extended down to lower administrative 
levels. Two other specialist banks also existed; the Bank of 
China which was responsible for foreign exchange transactions 
and overseas business. The People's Construction Bank of 
China (PCBC) was responsible for administering the fixed 
capital investment expenditure stipulated by the central plan.^^ 
By 1979, financial system along with the rest of the 
economy became inadequate. It sought to be reformed. The old 
monobank system replaced into two tiered banking system. The 
Agricultural Bank of China (ABC) was restored in 1979, whose 
function was to attract saving and administrating loans in rural 
^^  Alon. lian and John Mclnt\'re, eds. (2008), 'The Globalisation of Chinese Enlerprises'' New York: 
Palgrave McMillan. 
*" R N Agarvval (1999), " Financial Liberalisation and Economic Development in China" China Report 
35:1 Sage Publication, New Delhi P.29 
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areas. In the same year the China International Trust and 
Investment Company (CITIC) was set up to facilitate foreign 
investment and joint ventures. In 1983, the Industrial and 
Commercial Bank of China (ICBC) was established to raise and 
distribute credit to urban enterprises. The People's Bank of 
China replaced the Central bank of China in 1950. The 
responsibilities of bank are managing the government finances, 
ensuring macroeconomic stability, and supervising the four 
above specialized bank.^^ After 1984, the second phase of 
financial reforms started with providing more autonomy to bank. 
In addition, state banks were permitted to move outside. In 
1986, the inter-bank money market was established. In 1988, 
secondary market for the interchange was initiated. Shanghai 
and Shenzhen stock exchange established in 1990 and 1991 
respectively.^° The value of stock market was $ one trillion in 
2007, which became the third largest stock market in Asia.^^ 
This shows that the state successfully created entire financially 
framework. 
" Ibid pp.29-30. 
'" Rita Duicin Rahman and Jose Miguel Andreu (2006), ''China and India Towards Global Economic 
Supremacy ''"Academic Foundation New Delhi, P.74. 
'" Chui and Lewis (2006), ''Reforming China's Stale Owned Enterprises and Banks" p 205. 
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CHINA AND ITS DEVELOPMENT OF INTERNATIONAL 
ECONOMIC RELATIONS 
In the early 1950's China had commercial relations only 
with vSoviet Union and other Communist countries. Soviet Union 
provided equipment, goods, and technological assistance.^^ 
However, in 1950, more than 70 percent of the total trade was 
with non-communist countries. By 1954, the situation was 
completely reversed. China's trade with communist Counties 
was more than 75 percent. After the Soviet split, situation again 
became reverse. Since economic reform, China decentralized 
its foreign trade system. China integrated itself into the 
international trading system during November 1991, China 
joined the Asia Pacific Economic Co-operation (APEC) group. In 
1997, China's global trade was $ 324 billion. It was $ 151 billion 
in first half of 1998. China's primary trading partners were 
Japan, Taiwan, US, South Korea, Hong Kong, Germany, 
Singapore, Russia and Netherlands. 
CHINA'S TRADE REFORMS 
Prior to economic and trade reforms, economic growth was 
very low. Before the implementation of trade reforms, China's 
''" In 1950, Soviet Union agreed with Cliina on an initial loan of US dollar 300 million for the financing of 
the equipment and technological assistance. 
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foreign trade had some distinctive features. Trade was 
conducted under highly centralized planning system and foreign 
trade system was operated by state. Under this system, more 
than 90 percent of import was covered by import planning 
commission. Government imported those consumer and capital 
goods that were required for modernization. Similarly, export 
plan was also comprehensive. Export was encouraged for 
increasing the foreign exchange earnings. Earning of foreign 
exchange has been used for imports. Government also provided 
export licenses provincially, which run foreign enterprises. 
Foreign exchange was not allowed to be traded as freely in the 
market place. Thus, China's pre-reform foreign trade was an 
extreme example of import substitution or inward looking 
policies. Under that regime, foreign trade was considered as 
evil, which had no merit in contribution of economic 
development. 
Economic reforms in China were initiated through massive 
transformation. A command economy shifted into market 
economy, based on agriculture to manufacturing and services, 
from one with high fertility and low longevity. This vast 
movement of transformation started on a very simple principle 
frequently stated by Deng Xioaping: "Poverty is not socialism". 
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Prosperity was the new face of the socialism according to Deng 
Xiaoping's famous dictum: to get rich is glorious. Trade reforms 
in China started since December 1978, at the third Plenum of 
the eleventh central committee of the Chinese communist party. 
China's foreign trade reforms comprise of two components; one 
is decentralization of economic decision-making power and 
other is rationalizing of prices based on market forces. China's 
reforms of foreign trade is roughly divided into three phases: 
The first period was from 1978 to 1987, which regarded as 
'experimental stage' of trade reform. This characterized with the 
decentralization of administrative control over trade and foreign 
trade rights. The nature of mandatory planning system has been 
changed. It became a combination of guidance, command, and 
market mechanism. Before 1979, nearly 3000 export 
commodities were governed by state plan. Imports plan was 
also comprehensive. It covered 90 percent of Chinese exports.^^ 
Since 1979, the range of the command system has been 
gradually reduced. By 1985, there were hundred categories with 
quantitative export under state command. Hundred products 
" Dr. Weiguo Lu (1995), " Reform of China's Foreign Trade policy' Foreign Affairs, Defence and Trade 
Group Paper No. 19 p.9 
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were categorised under the state guidance.®"* Moreover, rest of 
the productions was left for the open market. However, 
according to an estimate in 1986, 60 percent of exports and 40 
percent of import were still subject to mandatory plan and 20 
percent of export and 30 percent of import subject to guidance 
plan.'^^ Therefore, the performance of market mechanism for 
trade was very low during this period. Right to engage in 
foreign trade business was also decentralized. As a result of 
the decentralization, provincial and local authorities started 
establishing their own import and export companies. These 
companies manufactured light industries goods. While for 
medium and large size manufacturing goods, enterprises were 
granted certain trading rights. Despite these various reform 
measures, trade was still controlled by administration in first 
stage of reform. In the first stage, the decentralization of 
trading rights only shifted from central level to local government 
level. 
In the second stage reforms, during 1988 to 1991, 
characterized as shifting of producing firms and foreign trade 
companies by implementing a contract responsibility system, 
'''' Xiangshuo Yin,' China's foreign trade since 1998, in Guo Shipping(ed), The analysis of China's 
Economic Situation since 1989 (Hong Kong; Lizhi publishing house 1993) 
'''' World bank, '"China's Foreign Trade Reform" Meeting the challenge of the 1990s (Washington DC, 
World Bank 1993) p. 25 
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these firms became more responsible and more independent for 
their losses and their profits. During this period, responsibilities 
of command plans for export and import decreased gradually. In 
the first quarter of 1992, only about 15 percent of export and 
18.5 percent of import were subject to mandatory planning.^^ At 
the same time, other non-mandatory measures were adopted 
such as licenses and tariffs. Gradually foreign trade was 
increasingly controlled by licenses and tariff. In this period 
import tariff were raised. The number of licensed goods 
expanded since 1992. The average outweighed tariff rate of 
exports was 43 percent^'' and 45 percent of import of trade 
come under licenses.^^ However, increasing tariff and licenses 
did not affect adversely the foreign trade because of two 
reasons, one tariff reduction and exception mainly consisted on 
those goods, which imported for using in exports and other is 
that increasing tariff and silences took place at a time when 
planning system started to phase out. 
The third stage of trade reform of China began since 1991. 
During this period, government adopted reduction in trade 
barriers. Since then almost every year, tariff, and licenses were 
' ' Ibid p.28 
'^ ' Ibid pp. 48,49 
Xiangshuo Yin (2004), " China's Trade Reform and Economic Development" China Report Vol.40. 
No.4, Sage publication New Delhi P.410 
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reduced. Command plans for both export and import were 
abolished. In 1994, the government revised law of foreign trade. 
Since 1994, almost all laws, regulations, and method of trade 
became transparent. 
China's foreign trade reforms entered into new stage with 
its entry into World Trade Organization (WTO). China has 
reduced its tariff rate considerably in different lines of 
merchandise trade. It had to eliminate non-tariff barriers also by 
2005. On the other hand, domestic markets, especially for 
service has been further opened. Since January 2004, the 
average tariff rate came down to 10.4 percent. Average rate of 
tariff on industrial products became 9.4 percent and for 
agricultural products at 15.6 percent. Export subsidies for farm 
products have been phased out. Simultaneously trade reforms 
in China began to modify its foreign exchange system also. 
Reforms of Foreign Exchange System 
Modification of foreign exchange regime took place 
gradually in three steps. These steps were foreign exchange 
retention and adjustment system within the planning framework 
from 1979 to 1986, the planning market double track system 
from 1987 to 1993 and unification of foreign exchange rate of 
1994. 
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Reforms within the Planning Framework : 1979- 86 
There were mainly two elements of reforms in this period. 
One was the introduction of retention system and other was the 
devaluation of the RMB Yuan. The foreign exchange retention 
system was introduced in 1979. Under this system, exporting 
enterprises and their super ordinate level of government 
administration were allowed to retain the right to use a certain 
portion of the foreign exchange they earned above the level set 
by the plan. During this period amount of retained foreign 
exchange was small, whereas devaluation of RMB was 
substantial instead of relaxation in foreign exchange control. 
Thus, in 1981, Chinese government introduced a shadow rate 
known as the Internal Settlement Rate for Trade. The effect of 
reforms in this period was relatively small. The reason may be 
domination of planning system. 
Dual Foreign Exchange System: 1987-93 
More market-oriented reforms in Chinese foreign 
exchange began with the introduction of swap market or 
secondary market. Importance of swap market grew 
substantially. By 1993, 80 percent of foreign exchange earnings 
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were priced at the swap rate.^^ At this stage, China continues to 
apply the foreign exchange retention system. The double track 
foreign exchange rate regime is systematically analysed by 
Martin who shows that overvalued official rate constituted an 
implicit tax and exports, an undervalued swap rate an implicit 
duty on imports. Despite the shortcomings of the double track 
foreign exchange system, China's exports performance was 
enhanced. 
Foreign Exchange Rate Re-unification: After 1994 
At the beginning of the 1994, China took another bold step 
in reforming foreign exchange system. The main features of 
these reforms were: 
a) unifying the official and market exchange rate by merging 
former with later, 
b) exchange retention system replaced with a RMB 
settlement system for all exports earnings, 
c) replacing swap system by inter-bank foreign exchange 
market with a system of managed float and the abolition 
of approval procedures for acquiring and using foreign 
'^ ' Dr. Weiguo Lu (1995), " Reform of China's Foreign Trade Policy" Foreign Affairs, defence and Trade 
Group Research Paper No. 19 P. 11 
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exchanges for current account transactions.^°° The 1994 
reform constituted a watershed in China's efforts to bring 
the Chinese currency towards full convertibility. One 
important implication of reforms is that of market forces 
dominating the economy. 
CHINA'S FOREIGN TRADE PERFORMANCE 
Prior to the reforms, role of foreign trade in China was 
quite low. Since 1978, with the adoption of foreign trade 
policies, China has become one of the most dynamic trading 
countries of the World. Since then, structure of trade has also 
changed and the Chinese economy has made remarkable 
progress. Total value of foreign trade grew from $ 21 billion in 
1978 to $ 621 billion in 2002. It was the thirty fold increase. 
Actual direct investment in China grew from nil to $ 33.8 billion 
over the same period. Growth rate of GDP was 9.4 percent over 
last 20 years. China's GDP has been largest among developing 
countries. Thus, China became the fastest growing economy in 
the world. In addition, it integrated into the world economy. In 
2003, GDP reached $ 1410 billion and it became seventh 
largest economy in the world in terms of GDP. Per capita GDP 
rose from $400 in the early 1990s to more than $ 1000 in 2003. 
""'Ibid P. 12 
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During 1978-2002, foreign trade increased from $20.64 billion 
to $ 620.77 billion. Annual average growth rate of foreign trade 
was 15.24 percent. Both exports and imports grew rapidly after 
1978. Export increased from $ 9.75 billion to $ 325.57 billion 
and imports increased from $ 10.89 billion to $ 295.20 billion 
during 1978-2002. More or less, foreign trade was balanced 
until 1993. In 1994, China became the World's eleventh largest 
trader with 34**^  rank in export and 58*^ rank in import.^°^ Growth 
rate of export is larger than import growth rate. In early stage of 
reforms primary products, petroleum, and petroleum product 
dominated China's export. Until 1980, contribution of primary 
products in total export was around 50 percent. Thus till 1980, 
there was not any change in structure of export. After 1985, 
China's trade structure has been changing, particularly the 
export structure. As a result, the share of primary products fell 
by almost fourth-fifth in total export. Share of primary products 
decreased from 45 percent in the first half of the 1980s to 10 
percent in 1999.^°^ 
On the other side, share of manufactures increased in 
exports from 49 percent to 74 percent during 1985-1990. By 
"" lbidp.2 
'"- NBSC, China Statistical Yearbook 2002 pp.613 
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2002, its share reached to 90 percent in total exports. China's 
manufactured export has been labour-intensive. Before trade 
reform, production of labour intensive in manufacturing was not 
significant. After reforms, production of labour intensive 
manufacturing export increased rapidly. Labour-intensive 
manufacturing comprises mainly textiles, apparel, footwear, and 
toys. During 1985-1990, the share of manufacturing goods 
increased from 44 percent to 74 percent. Share of textile was 
doubled, from 4.6 percent in 1980 to 8.5 percent in 1998. Share 
of apparel increased from 4 percent to 17.9 percent In 1998. 
Recently share of high-tech in manufacturing products 
increased rapidly. Its share rose from 4 percent to 20.9 percent 
from 1991 to 2002 in export.^°^ Growing importance of these 
goods is reflected in the US market. Global exports of high 
technology product of China rose more from $ 26 billion in 2000 
to $ 35 billion in 2002. In these two years, China displaced the 
European Union, Mexico, and Japan to become the largest 
supplier of high tech goods to the United State. Structural 
changes in import were relatively slow as compared to export. 
In the first half of the 1980s, the ratio of manufactured goods in 
'"" Xiangshuo Yin (2004)."' China's Trade Reform and Economic Development" China Report 40;4 Sage 
publication New Delhi p ,413 
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total imports gradually Increased from 65.2 percent to 87.5 
percent. Among manufactured goods, the share of capital and 
technology intensive products increased rapidly throughout the 
1980s and 1990s. Processed exports were a new phenomenon 
almost developed together with the inflow of foreign direct 
investment, the rise of foreign invested enterprises (FIEs) and 
Township and Village Enterprises (TVEs). Processed exports 
are not only an important factor contributing to the increase in 
manufactured exports, but themselves are also a distinctive 
feature of China's exports since 1978. The processed exports 
also rose rapidly in the late nineties which was corresponding 
to the rapid increase in manufactured exports. By the end of the 
nineties, processed trade accounted for over half of China's 
total trade, with processed exports taking up over 55 percent 
and imports for exports processing over 40 percent. Another 
distinct phenomenon in China's foreign trade in the past twenty-
five years is the growing importance of FIEs. Before 1987, the 
exports from FIEs were negligible. In 1987, FIEs export reached 
$ 1.21 billion, which was 3.06 percent of total national exports. 
This increased to $ 12 billion in 1991. Its share in national 
export was 16.7 percent. In 1993, FIEs accounted for 27.5 
percent of the country's total exports and 40.2 percent of the 
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total import.^"'^ From 1993, importance of FIEs in China's foreign 
trade rose steadily. By 2002, FIEs accounted for 52.2 percent of 
China's total exports and 54.3 percent of total imports.^°^ 
China has been the largest recipient of FDI among the 
developing countries for the past 11 years. By the end of 2003, 
FDI inflows added up to $ 501.5 billion. FDI accounted for about 
8 percent of the total domestic fixed asset investment in 2003. 
FDI accounted 3.8 percent of the GDP, Its balance of payment 
improved. Foreign exchange reserves rose to $ 403 billion by 
the end of 2003. After reforms in foreign exchange system, 
export increased. Creation of two-tier foreign exchange system 
played an important role in stimulating and sustaining export 
growth. Introduction of swap market in foreign exchange system 
was also important. Export growth has been less closely related 
with the differential between the effective exchange rates and 
the average costs of generating foreign exchange earnings. The 
major reason for this was that swap market provided exports 
with the opportunities to hoard retained foreign exchange 
quotas for speculative purposes. After the abolition of the swap 
markets and the introduction of foreign exchange buying and 
'"•^  Xiangsliuo Yin (2004). " China's Trade Reform and Economic Development" China Report 40:4 Sage 
publication New Deiiii p .413 
"" Ibid, 
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selling system in 1994, the export performance has once again 
been corresponding closely to the differential between the 
effective exchange rate and the average cost of generating 
exchange earning. 
In the past decades, various schemes of aid, population 
control, capital accumulation, and investment in heavy 
industries were launched to promote economic growth. But 
these schemes failed to promote economic growth. As a result, 
policy makers pursued only trade for measuring economic 
growth. The relation between trade and growth is one of the 
most debatable issues in international trade. Now a day's 
foreign trade is considered as an engine of growth. Empirical 
evidences show that trade and developments have strong 
positive correlation. 
Empirical studies on trade and growth in China also show 
the positive effect of trade on growth. The contribution of 
exports in GDP is more than 10 percent. Since 1978, both 
China's foreign trade and GDP grew at very fast rate. While 
growth rate of foreign trade is faster than GDP's growth rate. In 
China, both export and import have affected on economic 
growth The export produced by surplus labour is added in 
[05 
QQP 106 gesides the net contribution in GDP, the contribution of 
exports in economic growth is different in different periods. 
During 1980s, purpose of encouraging export was mainly to 
earn foreign exchange for removing constraint. Earning of 
foreign exchange and employment of surplus labour promoted 
economiic growth. Until 1980s, exports were not so important in 
earning foreign exchange. Nevertheless, since the domestic 
economy turned from a so-called 'shortage Economy' to 
'Surplus Economy' export became more important in realizing 
the excessive supply. While many scholars have emphasized 
the importance of export to economic growth, some scholars 
have started applying the endogenous growth theory to open 
economy, studying the effects of trade on technology 
spillovers.^°^ According to this theory, imports especially import 
of machinery and equipment is a major mechanism of 
international technology spillovers, which promote long-term 
economic growth. 
In China, empirical studies from the past twenty-five years 
show the importance of imports especially imports of machinery 
and equipment goods for economic growth. China's imports of 
' " ' Ibid. p. 414 
Gene M, Gros: 
Handbook of International Economics, Amsterdam: Elsevier, Vol.111 
°^  e e , rossman and Elhanan Helpman (1995), ''Innovation and growth in the global economy'". 
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capita! goods not only increased capital goods but also 
absorbed more technology, which helped in economic growth. 
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Chapter- 4 
India's Commodity Exports to China 
This chapter deals with trends, pattern, concentration and 
trade intensity of India's exports to China since 1995 i.e. 
establishment of World Trade Organisation (WTO). India 
established diplomatic relations with China since April 1^* 1950. 
In 1954, Chinese Premier Zhou Enlai and Indian Prime Minister 
Nehru exchanged visits and jointly initiated the famous 'Five 
Principles of Peace & Co-existence.' In 1984, India and China 
signed a trade agreement providing for 'Most Favored Nation 
Treatment.' This relation facilitated a warming tendency after 
the visit of Prime Minister Rajeev Gandhi in 1988. In 1990s, 
relations with China became visible.^°^ During 1994, the two 
countries signed the agreement on avoiding double taxation. 
After inclusion of China into WTO in 2001, bilateral trade 
between India and China grew rapidly. During 2001, Indo-China 
trade was $ 3,639 million, which reached to $ 53,160 million during 
2008.^°^ 
'*"* India- China Economy, Indo-China trade relation Economy Watch. Economy watch, com 
'"' Bhat T.P. (et-al) (2008), " India and China, Trade complementarities and competitiveness'", book well, 
New DelH , p. xiii 
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Trends in India's Exports to China 
Table No.1 provides data about trends and annual growth 
rate of India's export to China as well as annual growth rate of 
India's total exports to the world. This table also provides 
information about the percentage share of India's export to 
China as compared to India's total exports. 
Table No. 1: Trends in India's Exports to China (US $ million) 
! 
Year 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
India's 
export to 
china 
283 
542 
645 
858 
751 
1230 
1545 
1720 
2710 
4178 
6445 
9518 
10195 
18492 
India's 
total 
export 
30537 
32325 
33248 
36422 
38577 
44298 
45626 
50496 
61119 
75385 
97918 
122741 
153960 
198285 
Percentage 
share of world 
exports 
0.93 
1.67 
1,94 
2.0 
1.94 
2.77 
3.39 
3.4 
4.43 
5.54 
6.58 
7.75 
6.62 
9.32 
Annual growth rate 
of India's export to 
China 
91.52 
19.00 
25.00 
-14.00 
63.78 
25.61 
11.33 
57.56 
54.17 
54.26 
47.68 
7.11 
81.38 
Total annual 
growth rate of 
Indian export 
5.86 
2.86 
9.55 
5.92 
14.83 
3.00 
10.67 
21.03 
23.34 
29.89 
25.35 
25.43 
28.79 
Sou/-ce:Direction of Trade Statistics (DOTS)Yearbook 2001.2007 and 20f0, IMF, 
publication Washington D.C. 
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Trends of India's export to China 
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Computed from table number 1 
Table No. 1 shows that India's exports to China have been 
growing continuously except for the year 1999. India's exports 
to China amounted to $ 283 million in 1995, which increased to 
$ 858 million in 1998, whereas, it declined slightly to $ 751 
million in 1999. Since 2000, India's exports to China have 
exhibited increasing trends. The magnitude of India's exports to 
China was $ 1230 million in 2000, which reached to $ 18,492 
million in 2008. Thus, table exhibits an increasing trend in 
India's exports to China during 1995-2008. 
Table No. 1 also provides percentage share of India's 
exports to China to India's total exports, which gives an idea 
about the growth in India's exports in relation to India's total 
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exports. In 1995, India's exports to China was 0.93 percent of 
total India's exports, which reached to 9.32 percent in 2008. 
Thus, relative share of India's exports to China improved 
radically since 1995 to 2008. 
Table No. 1 also analyses growth rate of Indian exports to 
China as well as growth rate of India's total exports to the 
world. We shall undertake comparative analysis about growth 
rate of Indian exports to China with total exports of India. 
Annual growth rate of India's exports to China and India's total 
exports have no definite trends since 1995. During 1996, annual 
growth rate of Indian exports to China was 91.52 percent, which 
was the highest growth rate during 1996 to 2008. Whereas 
annual growth rate of India's total exports was only 5.86 
percent for the same period. During 1997, annual growth rate of 
Indian exports to China was 19 percent while growth rate of 
Indian total exports reached to lowest level at 2.86 percent. 
During 1998, growth rate of India's exports to China was 25 
percent while growth of India's total exports was 9.55 percent. 
During 1999, growth rate of Indian exports to China decreased 
to -14 percent and growth rate of India's total exports declined 
to 5.92 percent for the same period. During 2000, growth of 
India's exports to China increased rapidly to 63.78 percent as 
well as growth of India's total exports increased to 14.83 
percent also. In 2001, growth rate of both decreased in 
comparison to previous year with 25.61 percent of India's 
exports to China and 3 percent of India's total exports. In 2002, 
both growth rates were around 11 percent. In 2003, growth rate 
increased to 57.56 percent of India's exports to China and 
21.04 percent of India's total exports. In 2004, growth rate of 
India's exports to China slightly decreased to 54 17 percent. On 
the other hand, growth rate of total Indian exports has been 
almost same at 23.34 percent. During 2005, growth rate of 
India's export to China was 54.26 percent and annual growth 
rate of India's total exports was 29.89 percent. During 2006 and 
2007, growth rate of Indian exports to China continuously 
decreased from 47.68 percent to 7.11 percent, whereas growth 
rate of India's total export has been constant. During 2008, 
growth rate of India's export to China increased rapidly to 81.38 
percent while growth in Indian total exports increased 
marginally to 28.78 percent. Taking entire period, we find that 
annual average growth rate of India's export to China was 40.96 
percent and India's total export was 15.88 percent during 
1995-2008. Thus, annual average growth rate of Indian export 
to China is two and half times greater than India's total exports. 
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However, annual growth rate have no definite trend. Therefore, 
to find out trend in India's export to China, we further divide the 
entire period into three sub periods. These periods are 1996-
2000, 2001-2005 and 2006- 2008. Table No. 2 shows that 
annual average growth of India's exports to China and India's 
total exports have increasing trend during three sub-periods. 
Annual average growth rate of India's exports to China were 
38.68 percent, 40.59 percent and 45.39 percent during 1996-
2000, 2001-2005 and 2006-2008 respectively, whereas annual 
average growth rate of India's total exports was 7.80 percent, 
17.59 percent and 26.52 percent. 
Table No.2: Average Growth Rate of India's Exports to China and the World 
1 Year 
1 
1 
I 1996-2000 
2001-2005 
2006-2008 
Annual growth rate of 
India's export to China 
38.68 
40.59 
45.39 
Annual growth rate of 
India's export to World 
7.80 
17.59 
26.52 
Source: hstimated from data available in table No.1 
Chart Title 
50 
40 
30 
20 
10 
0 
1996-2000 2001-2005 2006-2008 
• Annual growth rate of India's export to China 
ss Annual growth rate of India's export to World 
Computed from Table No. 2 
From the above table, it is clear that India's exports to 
China has grown at a much faster rate than total exports, 
I 
1 
resulting in the increase in relative share of China in India's 
total exports from $ 717.95 million in 1997-98 to $ 108,7134 
million in 2007-08 because of these China became the second 
largest importer of Indian goods next only to USA. Thus, growth 
rate of India's exports to China was comparatively greater than 
India's total exports. 
Commodity Composition of India's Exports to China 
In the following table no. 3 & 4, we would analyse trends 
in commodity composition of India's export to China. The data 
is available for years 1998-99 to 2007-08 at two-digit and at 
eight-digit HS level. We have divided the whole period into two 
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parts; ecirlier period from 1998-99 to 2002-03 and later period is 
2003-04 to 2007-08. Table No. 3 shows that percentage share 
of residues and waste from the food industries; prepared animal 
fodder was 3 percent, which decreased to 1 percent in later 
period. Ores, slag and ash was the most important commodity 
in Indian exports to China during 1998- 99 to 2007-08, whose 
share increased from 31 percent (in early period) to 59 percent 
(in later period). It shows that its share has become more than 
half (59 percent). This is not a good trend for future 
industrialization and economic development point of view. This 
reflects that India focused on exports of primary products 
instead of finished manufacture goods. Percentage share of fish 
and crustaceans, molluscs and other aquatic invertebrates was 
15 percent during early period, which fell down to 2 percent 
during later period. The share of cotton was 10 percent during 
early period but it declined to 8 percent during later period. 
Share of organic chemicals was 15 percent during early period 
whose share fell down to 8 percent in later period. Share of 
animal or vegetable fats and oils and their cleavage products; 
pre-edible fats; animal or vegetable waxes was 3 percent in 
early period and it was 1 percent in later period. Share of 
inorganic chemicals; organic or inorganic compounds of 
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precious metals of rare earth metals, or radii, elem. or of 
isotopes increased from 3 percent to 5 percent during early 
period to later period. Contribution of iron and steel grew from 9 
percent to 12 percent. Share of pharmaceutical products in 
India's exports to China fell down from 9 percent to 1 percent. 
Percentage share of salt, sulphur, earth and stone plastering 
materials, lime and cement fell down from 7 to 3 percent in later 
period. 
Table No. 3: Commodity Composition of India's exports to 
China, (at 2-digit HS level) 
Commodity 
Residues and waste from the food 
industries; prepared animal foder. 
Ores, slag and ash. 
Fish and crustaceans, molluscs and 
other aquatic invertebrates. 
Cotton. 
Organic chemicals 
Animal or vegetable fats and oils and 
their cleavage products, pre. Edible 
fats; animal or vegetable waxes. 
Inorganic chemicals; organic or 
inorganic compounds of precious 
metals, of rare earth metals, or radii. 
Elem. Or of isotopes. 
Iron and steel 
Pharmaceutical products 
Salt; sulphur; earths and stone; 
plastering materials, lime and cement. 
Total of given items 
1998-99 
32.76 
9% 
111.43 
32% 
51.49 
15% 
41.78 
12% 
46.93 
13% 
17.4 
5% 
10.37 
3% 
6.74 
2% 
14.48 
4% 
16.3 
5% 
349.68 
1999-00 
9.67 
2% 
109.03 
26% 
87.51 
21 % 
52.74 
12% 
66,91 
16 % 
31.91 
8% 
5,47 
1 % 
4.13 
1% 
17.97 
4% 
37.84 
9% 
423.18 
2000-01 
8.27 
1 % 
155.32 
27% 
115.78 
20% 
70.41 
12% 
108.09 
19% 
13.85 
2 % 
3.82 
1% 
27.39 
5% 
18.03 
3% 
47.95 
8% 
568.91 
2001-02 
4.22 
1 % 
262.94 
40% 
84.73 
13% 
68.89 
11% 
112.91 
17% 
7.1 
1 % 
18.54 
3% 
16.47 
3% 
21.64 
3% 
57.8 
9% 
655.24 
2002-03 
3.74 
0% 
494.21 
32% 
116.16 
8% 
63.56 
4 % 
155.51 
10% 
1.65 
0% 
85.15 
6% 
502.44 
33% 
35.58 
33% 
69.02 
5% 
1527.02 
Table 3 contd. 
Commodity 
Residues and waste from the food industries; 
i prepared animal foder. 
Ores, slag and ash, 
1 
Fish and crustaceans, molluscs and other 
aquatic invertebrates. 
1 Cotton. 
i 
1 [ 
Organic chemicals 
1 
1 
Animal or vegetable fats and oils and their 
cleavage products; pre. Edible fats; animal or 
i vegetable v/axes. 
Inorganic chemicals; organic or inorganic 
compounds of precious metals, of rare earth 
metals, cr radii. Elem. Or of isotopes. 
Iron and steel 
Pharmaceutical products 
Salt; sulphur; earths and stone; plastering 
materials, lime and cement. 
Total of given items 
2003-04 
17.35 
1 % 
867.16 
41 % 
76.06 
4 % 
107.66 
5% 
221,61 
10% 
14.09 
1 % 
101.04 
5% 
603.53 
28% 
19.67 
1% 
90.1 
4% 
2118.27 
2004-05 
36,27 
1 % 
2,927.80 
63% 
100.72 
2 % 
87.41 
2 % 
362.4 
8% 
47,47 
1 % 
225.9 
5%. 
661.55 
14% 
27.42 
1% 
141.87 
3% 
4618.81 
2005-06 
144.78 
3% 
3,465,0 
1 
61 % 
138.5 
2 % 
514,71 
9% 
460,21 
8% 
32.37 
1% 
328.66 
6% 
424.73 
7% 
21.11 
0% 
151.65 
3% 
5681.73 
2006-2007 
68.94 
1 % 
3,819.39 
60% 
85.49 
1 % 
757.9 
12% 
519,34 
8% 
56.05 
1 % 
352.95 
6% 
478.48 
8% 
27,94 
0% 
207,95 
3% 
6374,43 
2007-08 
93.97 
1 % 
6,187.4 
8 
70% 
133,8 
2 % 
1,092,4 
7 
12% 
625.01 
7% 
69.49 
1 % 
156.91 
2% 
223,83 
3% 
23,19 
0% 
200,71 
2% 
8806.86 
Source: Directorate General of Commercial Intelligence and Statistics (DGCI &S) Government of 
India, Kolkata, various issues. 
Table No. 4 deals with commodity composition of India's 
exports to China at 8-digit HS level. Percentage share of 
ribbonfish frozen excluding livers and roes was 44 percent in 
both early and later period. During early period, percentage 
share of croacker, grouper, bounder was 3.4 percent, which 
increased to 8 percent in later period. Average share of whole 
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squids frozen was 1 percent during both periods. Contribution 
of pomfret (white/ silver/ black) has declined from 13 percent 
(early period) to 9 percent (later period). During early to later 
period, share of boneless meat of bovine animal (frozen) 
sharply grew from 0 percent to 6 percent. In early period, share 
of prawn (frozen) was 10 percent, which decreased to 5 
percent. Share of cuttle fish live fresh or chilled slightly 
declined to 8 percent from 16 percent. Share of human hair 
unworked whether or not washed or scoured was 1 percent in 
early period, which increased to 3 percent. Share of jellyfish 
{Rhopelina spp) drid sltd frozen and AFD shrimp frozen were 0 
percent and 1 percent in early period, which Increased to 7 
percent and 12 percent in later period respectively. 
Table No. 3 & 4 show that there has been steady increase 
in Indian exports to China between- 1998-99 and 2007-08. 
However, the weight and composition of commodities 
constituting Indian export have undergone considerable change. 
Share of some commodities in Indian exports basket have 
grown at very fast rate whereas there are others whose volumes 
have dwindled swiftly. Share of ores, slag, and ash, inorganic 
chemicals; organic or inorganic compounds of precious metals, 
or of isotopes, and iron and steel have shown increasing trend. 
Boneless meat of bovine animal frozen, human hair unworked 
whether or not washed or scoured, jelly fish {rhopelina spp) drid 
SLID FRZN and AFD SHRIMP FRZN have shown increasing 
trends during early period (1998-99 to 2002-03) to later period 
(2003-04 to 2007-08), in which share of ores, slag and ash and 
AFD shrimp frozen increased rapidly. However, share of some 
commodities of export have shown decreasing trends during 
this period. These items are residues and waste from the food 
industries prepared animal fodder, cotton, fish and crustaceans, 
molluscs and other aquatic invertebrates, organic chemical, 
pomfret (white/ silver/ black), prawn frozen, cuttle fish and so 
on. Thus, this reveals that primary products have been very 
important items in export basket of India to China whose share 
is more than 50 percent. 
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Table No. 4: Commodity Composition of India's exports to China at 8 digit 
HS level. 
Commodity 
RIBBON l-ISH FRZN EXCL LIVRS &ROES 
CROACKER, GROUPER HOUNDER 
WHOLE SQUIDS FROZEN 
! POMFRET(WHITE/SILVER/BLACK) 
1 
BONELESS MEAT OF BOVINE ANIMAL FRZN 
PRAWNS FROZEN 
CUTTLE FISH LIVE FRSH OR CHLLD 
HUMAN HAIR.UNWORKED WHETHR OR NOT WASHD 
OR SCOURED 
JELLY F ; S H ( R H 0 P E L I N A SPP) D R I D SLTD FRZN 
AFD SHRIMP FRZN 
Total 
Commodity 
RIBBON FISH FRZN EXCL LIVRS &ROES 
CROACKER, GROUPER HOUNDER 
WHOLE SQUIDS FROZEN 
POMFRET(WHITE/SILVER/BLACK) 
1 
[ BONELESS MEAT OF BOVINE ANIMAL FRZN 
1 1 
i PRAWNS FROZEN ' 
CUHLE FISH LIVE FRSH OR CHLLD 
HUMAN HAIR.UNWORKED WHETHR OR NOT WASHD 
OR SCOURED 
JELLY FISH(RHOPELINA SPP) DRID SLTD FRZN 
AFD SHRIMP FRZN 
Total 
1998-99 
10.3 
39% 
0.55 
2% 
0.62 
2% 
6.71 
25% 
0.06 
0% 
0.66 
2% 
7.5 
28% 
0.28 
1% 
0 
0% 
0.03 
0% 
26.71 
2003-04 
13.21 
29% 
1.58 
4% 
0.04 
0% 
1.21 
3% 
1.25 
3% 
5.76 
13% 
1.96 
4% 
0.17 
0% 
9.25 
21% 
10.45 
23% 
44.88 
1999-2000 
12.73 
43% 
0.23 
1% 
0.32 
1% 
1.45 
5% 
0 
0% 
0.58 
2% 
8.35 
28% 
0 
0% 
0.29 
1% 
1.04 
3% 
29.83 
2004-05 
42.62 
56% 
5.52 
7% 
1.22 
2% 
1.87 
2% 
0.87 
1% 
1.05 
1% 
10.02 
13% 
1.37 
2% 
3.48 
5% 
8.11 
11% 
76.13 
2000-01 
37.95 
41% 
2.16 
2% 
0.14 
0% 
7.29 
8% 
0.24 
0% 
8.6 
9% 
6.74 
7% 
0.01 
0% 
0.04 
0% 
0 
0% 
93.56 
2005-06 
50.98 
46% 
7.89 
7% 
1.57 
1% 
16.27 
, 15% 
3,87 
4% 
3.33 
3% 
11.17 
10% 
2.44 
2% 
4.39 
4% 
7.92 
7% 
109.8 
3 
2001-02 
20,51 
44% 
3.91 
8% 
0.38 
1% 
7.48 
16% 
0.31 
1% 
7,99 
17% 
4,89 
11% 
0 
0% 
0,31 
1% 
0,34 
1% 
46 12 
2006-07 
34,03 
54% 
3,1 
5% 
0.4 
1% 
715 
11% 
5.82 
11% 
2.93 
5% 
4,04 
6% 
0.3 
0% 
0.42 
1% 
5.03 
8% 
63,22 
2002-03 
22,08 
52% 
1,66 
4% 
0,05 
0% 
3,79 
9% 
0.4 
1% 
9.07 
21% 
3.97 
9% 
0.8 
2% 
0.02 
0% 
0.53 
1% 
42.37 
2007-08 
28.13 
32% 
15.49 
18% 
1,99 
2% 
10,84 
12% 
1.01 
12% 
2.33 
3% 
6,93 
8% 
8,94 
10% 
4,94 
6% 
7,55 
9% 
88.15 
Source: Directorate General of Commercial Intelligence and Statistics (DGCI &S) Government of 
India. Kolkata, various issues! 
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It is not beneficial for any country to export of her raw 
materials in long term. Instead, focus should be placed on 
finished manufactured goods so that benefits of value added, 
income and employment generation may reach to the citizens of 
the country. By expanding raw materials, India's benefits have 
been limited whereas China gets more benefits because it 
creates income and job opportunities there. 
China's direction of imports and trend in India's Share 
In the following Table No. 5 & 5A, we elaborate about 
China's direction of imports and trend in India's share to 
measure relative value of India's exports in Chinese market. It 
has been found that major portion of Chinese import came from 
Japan in 1995 with 22 percent but since then it decreased 
continuously to around 19 percent in 2000, 15.21 in 2005 and 
13.32 percent in 2008. Despite decrease in the share of Japan 
in China's imports, still very substantial part of Chinese import 
comes from Japan. Total imports of China from Japan in 1995 
were $ 132,163 million, which reached to the level of $ 150,808 
million in 2008. During 1995, United States and Korea were the 
second and third largest source of Chinese imports after Japan. 
Chinese imports from US in 1995 were $ 161,23 million, which 
increased to $ 223,75 million in 2000 and it touched to $ 
817,226 million in 2008. Share of US in China's market was 
around 13 percent in 1995, which declined to 10 percent in 
2000, 7.42 percent in 2005 and 7.22 percent in 2008. Thus, 
share of U.S. in China also decreased significantly during 1995-
2008. Chinese imports from Korea in 1995 were $ 102,88 
million, which reached to $ 232,07 million in 2000, $ 768,74 
million in 2005 and $ 112,175 million in 2008. Percentage share 
of Korea in Chinese market were 7.78 percent in 1995, 10.34 
percent in 2000, 11.64 percent in 2005 and 9.91 percent in 
2008. China's imports from France was $ 2,649 million in 1995, 
$ 3,951 million in 2000, $ 9,027 million in 2005, and $ 15,662.3 
million in 2008. The share of France in Chinese market has 
been decreasing consistently from 2 percent in 1995 to 1.75 
percent in 2000, 1.36 percent in 2005 and then marginally 
increased to 1.38 percent in 2008. Table 5A demonstrates, 
share of Germany in Chinese market at 6.07 percent in 1995, 
which declined to 4.62 percent in 2000 but it slightly increased 
to 4.64 percent in 2005 and 4.94 percent in 2008. Share of Italy 
also has been decreasing during 1995-2008. The value of 
imports from India in Chinese market was $ 398 million in 1995, 
$ 1,353 million in 2000, $ 9,780 million in 2005 and $ 20,341.20 
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million in 2008. In relative terms, India's share was 0.3 
percent in 1995, 0.6 percent in 2000, 1.48 percent in 2005 and 
1.74 percent in 2008. Thus, share of India in Chinese market 
has been increasing continuously during these years. But it is 
still very low. Share of South Africa in Chinese market was 0.53 
percent in 1995, 0.46 percent in 2000, 0.52 percent in 2005 
and 0.81 percent in 2008. Thus, the trend of South Africa's 
share in Chinese market has almost been constant. Share of 
Indonesia in Chinese market were 1.55 percent in 1995, 1.95 
percent in 2000, 1.27 percent in 2005 and 1.27 percent in 
2008. Thus, Indonesian exports demonstrated decreasing trend 
during 1995 to 2000, but during 2005 to 2008 trends was 
reversed. Contribution of Malaysia's exports had been 1.56 
percent in 1995, 2.43 percent in 2000, 3.0 percent in 2005 and 
2.83 percent in 2008. Share of Thailand's exports in Chinese 
market was 1.22 percent in 1995, 1.94 percent in 2000, 2.11 
percent in 2005 and 1.77 percent in 2008, which shows 
increasing trend of Thailand's share in Chinese market. Table 
No. 5A shows that share of Russia in China's import market was 
2.87 percent in 1995, 2.56 percent in 2000, 2.40 percent in 
2005 and 2.10 percent in 2008, which had decreasing trend. 
Share of Iran in Chinese market has been increasing 
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continuously. Share of Oman in Chinese market was 0.36 
percent in 1995, which increased to 1.44 percent in 2000 but Its 
share decreased to 0.62 percent in 2005, wherever it 
increased to 1.73 percent in 2008. Share of Saudi Arabia in 
China's import market increased from 0.41 percent to 2.74 
percent during 1995 to 2008. Thus, in Chinese market share of 
developed countries like Japan, US, France, Germany, Italy, 
U.K. which together accounted for 46.78 percent share in 1995 
declined sharply to 30.45 percent in 2008. As against this share 
of developing countries like Korea, Malaysia, India, Middle 
East, Iran etc. have increased. This shows that developing 
countries like India are now successfully competing with 
developed countries in Chinese market. This augurs well for 
India. By identifying potential products India can easily increase 
its share in Chinese market. A focused sector wise approach is 
needed by India. 
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Table 5: Direction of Chinese imports and India's competitors in Chinese 
market (US $ Million) 
Country 
Total 
1 United States 
1 Japan 
1 
France 
Germany 
' Italy 
United Kingdom 
1 
India 
South Africa 
Indonesia 
1 
Korea 
Malaysia 
1 
! Singapore 
1 Thailand 
Russia 
Middle East 
Iran 
Oman 
Saudi Arabia 
1995 
132163 
16123 
29007 
2649 
1 j 8035 
1 3116 
1972 
398 
703 
2053 
10288 
2065 
3398 
1611 
3799 
2190 
227 
482 
553 
2000 
225096 
22375 
41512 
3951 
10409 
3078 
3592 
1353 
1037 
4402 
23207 
5480 
5060 
4381 
5770 
10114 
1773 
3262 
1954 
i 
1 2005 
660218 
48994 
100468 
9027 
30668 
6934 
5511 
9780 
3444 
8430 
76874 
20108 
16531 
13994 
15886 
32294 
6796 
4142 
12286 
1 2008 
1131920 
81722.6 
150808 
15662.30 
55911.10 
1 1660.60 
9561,70 
20341.20 
9205.95 
14387.30 
112175,0 
32130.80 
20092.10 
25636.20 
23783,60 
81167,10 
19581,30 
11647 
31071,80 
Source: Direction of Trade Statistics: IMF, Wastiington various issue. 
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Table 5 A: Direction of Chinese imports and India's competitors in Chinese 
market (Percentage) 
Countries 
Total 
United States 
Japan 
France 
Germany 
Italy 
United Kingdom 
1 
India 
1 
South Africa 
1 
1 Indonesia 
' Korea 
! 
Malaysia 
1 Singapore 
1 
Thailand 
t 
Russia 
Middle East 
Iran 
Oman 
Saudi Arabia 
1995 
100 
12.91 
21.94 
2.00 
6.07 
2.35 
1.49 
0.3 
0.53 
1,55 
7.78 
1.56 
2.57 
1.22 
2.87 
1.65 
0.17 
0.36 
0.14 
2000 
100 
9.90 
18.44 
1.75 
4.62 
1.36 
1.59 
0,60 
0.46 
1.95 
10.34 
2.43 
2.24 
1.94 
2,56 
4,49 
0,78 ! 
1,44 
0,86 
2005 
100 
7,42 
15,21 
1,36 
4.64 
1.05 
0,83 
1,48 
0,52 
1.27 
11.64 
3.04 
2.50 
2.11 
2.40 
2.40 
1.02 
0.62 
1.86 
2008 
100 
7.22 
13.32 
1.38 
1 
4.94 
1 03 
0 84 
1.74 
0.81 
1.27 
9.91 
2.83 
1.77 
2.26 
2.10 
7.17 
1.73 
1.02 i 
2.74 
Source: Estimated from 
Exports Intensity 
data in table no. 5 
of India to China 
In this section, we use exports intensity and commodity 
exports intensity indices to measure the trend of India's exports 
to China. These intensity indices are also useful to demonstrate 
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about the relative importance of two countries in their 
respective exports and imports. 
E-xport intensity index of India with China can be 
measured with the help of following formula: 
X,A{X,]![X)i[M)i[M.-M) 
Where: 
^"" is India's export intensity with China. 
^•is export of India to China. 
-^ ' is total export of India. 
^^ is total import of China. 
^^ •^is total world import and 
'^^ ^ is total import of India. 
I & j denotes country India and China respectively 
The value of index less than unity indicates that a bilateral 
export flow is smaller than expected, given the partner 
country's importance in the world export. If the value of index is 
more than unity, it shows that a bilateral export flow is greater 
than expected, given the partner country's importance in the 
world export and vice-versa. Table No. 6 shows that value of 
export intensity of India with China is lying 0.43 to 1.30 during 
1996-2008. From the table it is found that India's export 
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intensity with China has never been below 0.75 with the 
exception in 1996, 1999 and 2000. Further, the value of 
intensity index is more than one since 2005. It implies that 
India's export to China is much lower than expected till 2004. 
Since 2005, the value is greater than one, which implies that for 
last 4 years, India's exports to China is higher than expected, 
given the Chinese markets importance in world exports. The 
reason behind it may be very steep increase in India's export of 
other ores and minerals, non-ferrous metals and Ferro alloys 
during the 2005-06 and 2006-07. There may be other reasons 
too, like increasing complementarities between Indian exports 
and Chinese imports etc. 
Table No. 6 India's Export intensity to China 
' Year 
1996 
1997 
1998 
^999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
India's export 
to China 
542 
645 
858 
751 
758 
1545 
1720 
2710 
4178 
6445 
9518 
10195 
18492 
Total Export 
of India 
32325 
33248 
36422 
38577 
42626 
45626 
50496 
61119 
75385 
97918 
122741 
153960 
198285 
Total Import 
of China 
138949 
142163 
140385 
165718 
225096 
243567 
295440 
412836 
561422 
660218 
791793 
956264 
1131920 
Total world 
Import 
5386200 
5595800 
5524100 
5821400 
5591100 
6391200 
6643500 
7767300 
9487200 
10751400 
12353000 
14326500 
16575100 ; 
Tota 
Import 
of India 
36055 
39017 
42140 
45038 
49724 
59151 
58912 
74070 
99835 
134690 
185003 
235182 
313471 
Export 
Intensity 
Index 
0.64 
0.77 
0.91 
0.67 
0.43 
0.88 
0.75 
0.82 
0.92 
1.05 
1.19 
0.98 
1.30 
Source: Direction of Trade Statistics: IMF, Washington various issue and 
estimated from data available in Table No.6 
128 
1.2 
1 
^ 0.8 
1.4 
Export intensity 
-« " • ' . / 
0.6 X A , . # ' 
--t—Til 
0.4 
0.2 
cx^ ^ c.^ J' ^ <^ c?"" <^ <^ ^^ ^^ ^^ <^ ^ ' 
Computed from Table 6 
The commodity intensity indices are also useful to 
investigate the similarity in the pattern of India's export to 
China and Chinese import demand. This reveals extent to which 
India's export had met the pattern of China's Import demand in 
the given period. 
The commodity index is defined as: 
I ic = ^ ic' X ic 
M I'M J 
Where: 
/,^  is commodity intensity index of India's export of a particular 
Commodity to China. 
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X,c denotes India's export of particular commodity to China. 
X is India's total exports to China. 
A/' is China's imports of particular commodity from all sources 
of supply. 
MJ is China's total imports 
The commodity intensity of India's export to China has 
been estimated for seven categories of commodities. Table No. 
7 shov\/s that average value index of ores and other minerals 
v\/ere 9.82, iron and steel with 2.15, pharmaceutical with 1.23 
and non-ferrous materials with 0.68, chemical with 0.35, 
clothing with 0.07 and machinery and transport equipment with 
0.05. Thus, in terms of potentiality, ores and other minerals had 
the first rank followed by iron and steel, pharmaceutical, non-
ferrous metals, chemical, clothing and machinery and transport 
equipment. It implies that India has been successful in tapping 
the demand requirement of ores and other minerals, iron and 
steel and pharmaceutical because index value of these 
products were more than one. 
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Table No. 7 C o m m o d i t y Intensi ty of India 's Export to China 
S.No. 
1 
1 
I 2 
3 
4 
5 
6 
7 
Commodity Discription 
iron and steel 
ores and other minerals 
non-ferrous metal 
Chemical 
Pharmaceutical 
Clothing 
machinery and transport 
equipment 
1999 
0.170 
11,069 
0.005 
0.503 
Na 
0.254 
0.000 
2000 
0.765 
8.392 
0.722 
0.538 
na 
0.041 
0.065 
2001 
0.392 
10.085 
0.117 
0.389 
na 
0.060 
0.044 
2002 
5.525 
10.350 
0.421 
0.339 
Na 
0.027 
0.049 
2003 
3.827 
10.168 
0.598 
0.239 
1.607 
0.067 
0.069 
2004 
2.828 
11.262 
0461 
0.339 
1.443 
0034 
0.047 
2005 
1.575 
9.091 
0.687 
0.265 
0.893 
0.041 
0.051 
2006 
2.106 
8.160 
2.465 
0.195 
0.977 
0.039 
0.049 
Source, calculated value of commodity intensity of India's exports to China from statistical annual report 
from WTO. 
Table 7A: Potentiality rank of the commodity 
Items 
Iron and Steel 
Ores and Others Minerals 
Non-Ferrous Metals 
Chemical 
Pharmaceuticals 
Clothing 
Machinen/ and transport Equipment 
of India's export to China 
Average 
2.15 
9.82 
0.68 
0.35 
1.23 
0.07 
0.05 
Potentiality rank 
II 
1 
Iv 
Vi 
III 
Vii 
Viii 
Source: estimated available data in 7 
Commodity Concentration of India's Export to China 
The above potentiality of India's exports to China can also 
measured by trade concentration. In this section, we compute 
the commodity concentration of India's export to China at 2-
digit HS level with the help of Herfindahl-Hirschman Index 
(HHI). 
The Herfindahl-Hirschman Index is below 
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HH= ts: 
iM 
Where: 
/" is the export of commodity. 
N denotes the total number of commodity classification and s, 
is the share of the/"' commodity in total exports. 
A HHI index below 0.01 indicates a highly competitive index. 
A HHI index below 0.1 indicates an unconcentrated index. 
A HHI index between 0.1 to 0.18 indicates moderate 
concentration. 
A HHI index above 0.18 indicates high concentration. 
We took top fifteen commodities of India's export to China 
for year 2007-08 at 2-digit HS level to measure commodity 
concentration of India's export to China. The total share of 
these commodities in export basket was 93 percent. The share 
of top ten commodities in basket of India's exports was 88 
percent, top five products was 79 percent and top three product 
73 percent. This shows that top three product were highly 
concentrated. The value of index of commodity concentration of 
India's exports to China was 0.34, which shows that top fifteen 
products have high concentration in basket of India's exports to 
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China. This implies that India's exports to China have great 
potentiality in above goods. 
Table No. 8 Commodi ty Concent ra t ion India 's Expor t to China (US mi l l ion 
do l la rs ) 
Commodity 
Ores, slag and ash. 
Cotton. 
Organic chemicals 
Copper and articles thereof. 
Nuclear reactors, boilers, machinery and mechanical 
appliances; parts thereof. 
Plastic and articles thereof. 
Iron and steel 
Salt; sulphur; earths and stone; plastering materials, lime and 
cement. 
Mineral fuels, mineral oils and products of their distillation; 
bituminous substances; mineral waxes. 
Inorganic chemicals; organic or inorganic compounds of 
precious metals, of rare-earth metals, or radi. Elem. Or of 
isotopes. 
Fish and crustaceans, molluscs and other aquatic 
invertabrates. 
Prepared feathers and down and articles made of feathers or of 
down; artificial flowers; articles of human hair. 
Residues and waste from the food industries; prepared animal 
foder. 
Electrical machinery and equipment and parts thereof; sound 
recorders and reproducers, television image and sound 
recorders and reproducers,and parts. 
Sugars and sugar confectionery. 
Tanning or dyeing extracts; tannins and their deri. Dyes, 
pigments and other colouring matter; paints and ver; putty and 
other mastics; inks. 
Total 
2007-08 
6,187.48 
1,092.47 
625.01 
401.41 
232.89 
231.27 
223.83 
200.71 
161.85 
156.91 
133.8 
122.84 
93.97 
93.74 
77 05 
70 55 
10,871.34 
Share 
0.57 
0.10 
0.06 
0.04 
0.02 
0.02 
0.02 
0.02 
0.01 
0.01 
0.01 
0.01 
0,01 
0.01 
0.01 
0.G1 
0.93 
.V " 
0.32 
0.01 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.34 
Source: "Directorate General of Commercial Intelligence and Statistics (DGCI &S)," Government of India, 
Kolkata, various issues Estimated from data available in table No.8 
The concentration can also be measured through other 
index, which is called Absolute Trade Entropy Index (ATE). 
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Absolute trade entropy index (ATE) of export of India to 
China as follows: 
TExi = Y, hij In (1/bij) with 0<bij<l and bij =1 where bij represent 
export share of country 1 from country j 
Where country I denote India and country j denotes China. 
The lower the index the less dispersed is the export (or 
import) of that country. In other words, the lower the index the 
more concentrated is the export (or import) of that country. 
Accordingly, a country with low concentration is regarded being 
well integrated into the world trade, while a country with a high 
concentration implies that country's trade is restricted to a 
small number of trade partners. 
Table No.9: Export Concentration of India to China 
Year 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
India's export to China 
542 
645 
858 
751 
758 
1545 
1720 
2710 
4178 
6445 
9518 
10195 
18492 
Total Export of India 
32325 
33248 
36422 
38577 
42626 
45626 
50496 
61119 
75385 
97918 
122741 
153960 
198285 
AE 
4.09 
3.94 
3.75 
3.94 
4.03 
3.39 
3.38 
3.12 
2.89 
2.72 
2.56 
2.71 
2.37 
Source: Direction of Trade Statistics: IMF, Washington various issue and 
estimated from data available in Table No. 9 
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Table No. 9 shows that the value of index during 1996 was 
4.09, which decreased to 3.75 during 1998, whereas during 
1999 and 2000 the value of index increased to 3.94 and 4.03 
respectively. Since 2001, the value of index has decreasing 
trends. During 2001, the value of index was 3.39, which 
decreased to 2.37 during 2008. Thus, in the later period, India's 
export to China became more integrated and India's exports to 
the world have been restricted. 
Identification of the Potential Product of India's Exports. 
The above two measures export intensity and 
concentration, measure competitiveness of India's exports to 
China, while Balassa's Revealed Comparative Advantage (RCA) 
index is measured of a country's export competitiveness in the 
international market. Balass's Revealed Comparative 
Advantage Index (RCA) may be computed as 
R.=(XJX.)'(XJXJ 110 
Where: 
^h - Balassa's index of RCA 
^ '' = India's export of product h. 
Belassa index of Revealed Comparative Advantage is defined in booi< of India and China, Trade 
complementarities and competitiveness by T.P. Bhat (et-al), Book well New Delhi 2008 ,p .185 
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^ ' = total export of country India. 
A ../' = \j\ior\6 export of product h 
^ "'= total world exports 
A country is said to have revealed comparative advantage 
(disadvantage) in product h if Rih>1 (<1). 
The table No 10 presents the RCA index of different 
product of year 2000, 2005, 2006, 2007, 2008, and average 
value of given period. Table no. 10 shows that index value for 
textiles was 3.51 followed by clothing (3.18), chemicals (1.9), 
iron and steel (1.66), food products (1.48), agricultural product 
(1.41), non-food products (1.10), manufactures and other 
manufactures product were 0.98 and 0.74 respectively. Thus, 
textiles, clothing, chemicals, iron & steel, food, non-food and 
agricultural product have high competitiveness, whose value 
index is more than one, whereas manufacturing products have 
low competitiveness in international market because its value is 
less than one. 
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Table No.10: Revealed Comparative Advantage Index in India's export 
products 
Product 
Agricultural products 
Food 
Non Food 
Manufactures 
Iron and steel 
Chemicals 
Textiles 
Clothing 
Other manufactured 
2000 
1.68 
1.78 
1.27 
1,06 
5.17 
5.17 
4.38 
0.91 
2005 
1.27 
1.41 
0.72 
1,02 
1.78 
1.07 
4.13 
3.21 
0.61 
India 
2006 
1.30 
1.35 
1.08 
0 95 
1 55 
1,16 
3.99 
2.99 
0.65 
2007 
1,37 
1.40 
1.25 
0.93 
1.62 
1.03 
0.60 
2.66 
0.82 
2008 
1.41 
1.45 
1.20 
0.95 
1,69 
1.05 
3.63 
2.66 
0.70 
Avg. value 
1.41 
1.48 
1.10 
0.98 
1.66 
1.90 
3.51 
3.18 
0.74 
Source: calculated the value of index from stat ist ical data of WTO, various issues. 
Analysis of Export Competitiveness 
We use two popular measures of competitiveness- (i) 
Balassa's Revealed Comparative Advantage (RCA) and Trade 
Intensity to identify those product groups in which India's export 
to China is not in line with India's overall export in that 
particular group. To identify such unfavourable deviations from 
normal competitiveness, we compute the Tl to RCA of India in 
each of the 2-digit HS for the period 1995 to 2008. 
If the Tl to RCA ratio is less than one for a particular 
commodity then India is not competitive in the market of China 
as it is in the world market. Table No. 11 shows that the value 
of TI:RCA ratio for iron and steel was 1.30, chemical was 0.18 
and clothing was 0.02. It implies that Chemical and clothing 
products are two-product groups in which India is not 
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competitive and underperforming in Chinese market. Following 
are important constraints in India's exports. 
Table No. 11: product in which India is underperforming in Chinese market 
India to China 
Iron and Steel 
Chemical 
Clothing 
Export 
Intensity 
2.15 
0.35 
0.07 
Revealed comparative 
Advantage 
1.66 
1.90 
3.18 
TI.RCA 
1.30 
0.18 
0,02 
Source: Computed from data available in table No. 6 and 10 
Constraint in India's exports 
India's commodity exports to China shows 
underperformance in chemical and clothing sectors. A number 
of factors have hindered the export expansion of these 
products. Now we shall try to focus on some important 
constraints in export expansion of these products. 
Chemical sector 
Indian chemical industry has grown over time from a small 
sector to multi-dimensional sector after independence. At 
present, Indian chemical industry holds a recognized position in 
the world. However, few important factors, which had adversely 
affected the growth of this industry and export both, are as 
follows. 
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1. High Prices of Basic Feedstock 
Indian chemical industry uses either natural gas or crude 
oil in manufacturing process. The fluctuation in oil prices 
adversely affects the growth projections of the firms. Often 
manufacturers are unable to pass-on the higher cost to end 
consumers. 
Fragmented Nature of Industry 
The structure of Indian chemical industry is fragmented 
with more number of units in small-scale sectors. The installed 
capacities in most of the small-scale units are smaller as 
compared to global scales, which lead to disadvantageous 
position while tapping export opportunities with large volume. 
2. Low Research & Development Levels 
Chemical industry is a knowledge based industry, the 
competitiveness of the units can be strengthened only through 
supply of new and innovative products. The level of R&D 
investments in the Indian chemical sector is at very low. 
3. Low Level of Information Technology 
Information technology in the chemical sector is applied 
mainly for equipment design, chemical engineering, and 
process simulation that have helped in reducing product and 
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process development time. Information technology is also 
increasingly used in the area of R&D, especially in collaborative 
research. The usage of information technology in Indian 
chemical industry is relatively lower due to the domination by 
the small-scale sector. 
4. Low Level of Brand Development 
Generally, Indian chemical producers, except a few large 
producers sell generic products. It is observed that small-scale 
producers have low interest in development of brand, product 
and market. 
5. Low Level of Common Infrastructure 
The chemical/ petrochemical industry requires certain 
basic infrastructure facilities, both in the process and supply 
chain. In the process chain, infrastructure requirements are a 
common sewage treatment plant and an effective green belt 
segregating the industrial units from human settlements. In the 
supply chain, it requires a good port, chemical storage terminal 
and adequate berthing facilities. If separate chemical industry is 
set up then we may get more profit in production and export 
earnings. At present, each unit has to create specialized 
facilities on its own, which leads to duplication of efforts and 
investment. If chemical units are clustered in close proximity, 
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the required infrastructure could be vertically integrated 
resulting in cost reduction. 
6. Environmental Regulations 
Safety, health and environmental protection issues are 
becoming important concerns for the Indian chemical industry. 
Environmental, occupational, and process management safety 
can easily be met if a firm is manufacturing large volume of 
single chemical. However, it may not be relatively feasible for 
the firms who manufacture low volume and large number of 
chemicals in a single plant. 
STRATEGIES 
1. Focus on Core Competence 
Indian chemical manufacturers should focus on selected 
business segments only where competitive advantage exists. 
This would help Indian chemical manufacturers to establish 
relationship with their customers in profitable segments and exit 
non-competitive segments. 
2. Strengthening Technological Competence 
Indian chemical industry should strive for continually 
improving in production processes and products by investing 
resources in technology development. To achieve this, chemical 
141 
industry should undertake process innovations to reduce cost of 
production and to invest in technology for specialization in 
product development. 
3. Improving Basic iVIanagement Capabilities 
Indian chemical industry should further leverage with 
techniques such as Good Manufacturing Practices, Good 
Laboratory Practices, Total Quality Management, Total 
Production Management and Risk Management. 
4. Focus on Research and Development 
Research and Development in the chemical sector may be 
undertaken in areas such as: Product development, Process 
innovation. Equipments for production and Research related to 
application/ safe use of chemicals. Indian chemical industry 
needs to focus on R&D in one or multiple areas. While R&D 
remains an universal imperative, its purpose and nature varies 
across segments. The basic chemical sector should focus on 
process innovation and product development and strengthen 
their competitiveness through improvements based on 
performance and quality of products. Firms in knowledge based 
chemical sector should focus on R&D with the objective of 
achieving product leadership and process innovations 
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5. Collaboration 
Collaboration amongst players in the chemical industry 
could happen both at cluster level (for sharing of common 
infrastructure) and at firm level (for sharing of knowledge and 
technology). Collaboration with firms across borders for 
technology and investment would also give a boost to the 
industry. In addition, the players should also achieve greater 
level of industrial-institutional partnership for knowledge 
development and sharing. 
6. Increasing Information Technology Interface 
Chemical firms in India can gain a lot by making their 
manufacturing process IT-enabled. Information Technology (IT) 
can bring a good change in entire process cycle from 
technology, engineering and procurement to manufacturing by 
integrating them with business processes in all these areas. 
This will eventually result in higher efficiency for the industry. 
Increasing use of IT to transact business will also help the 
sector, as most of the products in the chemical sector are 
commoditised. 
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7. Consolidation 
Consolidation helps the chemical industry in reduction of 
cost in their procurement and production. Such consolidation 
exercises also provide for reduction in overheads, marketing 
expenses, increased efficiencies in supply chain management 
and enhanced presence in various regions. It is important for 
Indian chemical industry to consolidate their operations and 
emerge as global winners. 
8. Industry-Academia Linkages 
For transforming ideas into new products, partnership 
between industry and academia is necessary. The educational 
institutions could play a greater role for development of Indian 
chemical industry by offering courses and conducting research 
proactively. The research and academic institutions may also 
open local offices within chemical clusters to facilitate greater 
level of interactions. 
9. Marketing and Promotion 
Indian chemical industry should increasingly focus on 
marketing and promotion to achieve greater share in global 
chemical trade. The industry may endeavor to concentrate more 
on issues such as brand building, export promotion and market 
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development. These aspects can be easily tackled through 
adoption of superior process technologies and adhering to 
quality and environmental standards.^^^ 
Clothing Industry 
The productivity level of India's major products of 
garment segments is low as compared to Hong Kong, China and 
Taiwan due to poor technology, small plant size and inadequate 
infrastructure. China, Taiwan, and Hong Kong have a higher 
number of machines per apparel firm in comparison to the 
Indian firms. Similarly, the Indian firms also have the less 
investment per machine. Per machine, investment in India is six 
times less than China. In addition to this, the major constraint, 
which had affected the growth of the clothing industry was 
restriction on investments by large domestic and foreign 
companies till 2000. Poor-technology, small plant size and 
inadequate infrastructure has also adversally affected 
competitiveness in the clothing industry. 
Strategy 
Cost competitiveness in Indian garments sector has been 
restrained by limited scale operations, outdated technology and 
' "Export-Import Bank of India, " Indian Chemical Industry a Sector Study'", Occasional Paper No. 117, 
Quest Publications March 2007. 
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reservation under SSI policies. India needs to sharpen its 
competitive edge by lowering the cost of operations through 
efficient use of production inputs and increasing scale of 
operations. Besides, there is need for rationalization of charges 
and levies related to usage of export logistics to remain cost 
competitive. 
Chinese textile firms have already invested heavily to 
expand and grab huge market share in the quota free world. In 
India, organised players in this sector would require huge 
investments to remain competitive in the quota free world. 
These players need to expand and integrate vertically to 
achieve scale operations and introduce new technologies. 
Estimated that the industry would require Rs. 1.5 trillion (US $ 
35 billion) new capital investment in the next ten years (by 
2014) to tap the potential export opportunities of US $ 70 
billion. It estimated that USA and EU together would offer a 
market of US $ 42 billion for Indian textiles and garments in 
2014."2 
Indian Textile Exports: Post-MFA Scenario, Export- Import Bani<: 
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Technology upgradation, especially in weaving and 
processing is essential to improve quality and productivity level. 
New generation machines to economize human and power cost 
will play an important role in quota free textiles world. Foreign 
investment with foreign technology transfer would help the 
industry in this regard. 
There is need for integrating the operations from spinning 
to garment making to bring down turn around time and improve 
quality. Large Indian mills should also improve upon their soft 
skills like design capabilities, textiles technology, management 
and negotiating skill. Since garment manufacturing is order 
driven business, therefore it will be very difficult to keep the 
workforce full time during lean season. This calls for changes in 
contract labour laws. Timely delivery of orders is essential for 
success in international market. To ensure this, a strong and 
efficient logistic and supply chain management is essential. 
China has already started a world-class exports infrastructure. 
India needs to invest in modernization of parks, creating brand 
equity and supply chain management. 
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Chapter- 5 
India's imports from China 
The previous chapter dealt with India's export to China. In 
this chapter, we discuss trend, intensity, concentration and 
product potentiality in India's imports from China. In initial 
phases after independence, import policy was relatively liberal. 
However, the foreign exchange crisis in 1956-57 put an end to 
the phase of liberalization and comprehensive import controls 
were introduced and maintained till 1966. In June 1966, Indian 
rupee was devalued from 4.7 to 7.5 rupees per dollar. This was 
accompanied by liberalisation of import licensing and cut in 
import tariffs. By 1968 intense domestic reaction to devaluation 
led India to turn inward with vengeance. Thus, almost all 
liberalizing initiatives were reversed and import control 
tightened till 1970s when a new era of import liberalization was 
initiated. First, Open General License (OGL) list was steadily 
expanded. The second source of liberalization was the decline 
in the share of canalized imports. Third, several exports 
incentives were introduced after 1985. Fourth source of 
libaralisation was significant relaxation of industrial controls 
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and related reforms beginning in 1985. The final and important 
source of external liberalization was a realistic exchange rate 
and rupee was allowed to depreciate in response to market 
signals. In July 1991, comprehensive trade liberalization 
programmes were gradually initiated under the policy of 
economiic reforms. The reforms virtually abolished import 
licensing on intermediate inputs and capital goods. However, 
consumer goods accounting for nearly 30 percent of tariff lines 
remain under licensing. Later in April 2001, these goods have 
freed from licensing except some goods.^^^ Since 1995, India's 
trade expanded significantly after the establishment of 'World 
Trade Organization' (WTO), India adopted greater stability, 
transparency and predictability in the governance of 
international trade. 
Trends in India's imports from China 
In this section, we would discuss about trends and annual 
growth rate in India's imports from China as well as percentage 
share of India's import from China as compared to India's total 
import. Table No. 12 shows that India's imports from China was 
$ 811 million in 1995 which declined to $ 702 million in 1996. 
' " T . P . Bhat (et-al), " India and China Trade Complementarities and Competitiveness" Boole well New 
Delhi 2008, pp..37-44. 
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Since 1997, India's imports from China have been growing 
continuously. The magnitude of India's imports from China was 
$ 1,062 million in year 1997, which increased to $ 34,668 
million in 2008. On the other hand, India's imports from the 
world was $ 34,484 million in 1995, which increased to $ 59,151 
million in 2001 but in 2002 it declined slightly to $ 58,912 
million. Since 2003, India's imports from the world have been 
increasing trends and reached to $ 313,471 million in 2008. 
Thus, India's imports from China grew by 42.72 times and 
India's total imports from the world by 9.09 times. It implies that 
India's imports from China grew at much faster rate than India's 
imports from the world. 
Table No. 12 also provides percentage share of India's 
imports from China of India's total imports, which gives an idea 
about the growth in India's imports in relation to India's total 
imports. The percentage of Indian imports from China to total 
Indian imports was 2.35 percent during 1995, which decreased 
to 1.95 percent during 1996. Since 1997, percentage of India's 
imports from China to total imports has shown increasing 
trends, which increased from 2.72 percent in 1997 to 11.05 
percent in 2008. Thus during 1995-2008 the percentage of 
Indian imports from China to total Indian imports increased from 
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2.35 percent to 11.05 percent. This means that growth in Indian 
imports from China has been much faster than Indian imports 
from rest of the world. The table No. 12 also analyses annual 
growth rate of India's imports from China and India's total 
imports from the world. We undertake a comparative study 
about growth rate of India's imports from China with total 
imports of India, which shows that it has no definite trends. 
During 1996, growth rate of Indian imports from China was -
15.52 percent whereas, annual growth rate of India's total 
imports was 4.56 percent for the same period. During 1997, 
annual growth rate of India's imports from China increased to 
51.28 percent and from world increased to 8.22 percent. During 
1998 and 1999, annual rate of growth of India's imports from 
China declined to 12.24 and 7.21 percent, annual growth rate of 
India's total imports declined to 8.00 percent and 6.87 percent 
respectively. During 2000, annual growth rate of both increased 
to 34.35 percent and 10.40 percent. During 2001, annual growth 
rate of India's imports from China fell down to 21.95 whereas 
annual growth rate of India's total imports increased to 18.96 
percent. During 2002, annual growth rate of India's imports from 
China was 24.30 percent whereas annual growth rate of India's 
total imports declined sharply to -0.40 percent. Since 2003 to 
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2006, both India's imports from China and India's total imports 
have increasing trend whose annual growth rate were 63.26 
percent and 37.35 percent respectively. During 2007, annual 
growth rate of India's imports from China and India's from the 
world declined to 53.86 percent and 27.12 percent. During 
2008, India's imports from China declined to 40.40 percent 
whereas annual growth rate of India's total imports increased to 
33.29 percent. Thus, annual growth rate have no definite trend. 
Table No. 12: Trends in India's imports from China (US mill ion dollars) 
Year 
1995 
1996 
1997 
1998 
11999 
2000 
2001 
2002 
1 
2003 
j 
2004 
12005 
2006 
2007 
2008 
India's 
imports 
from China 
811 
702 
1062 
1192 
1278 
1717 
2094 
2603 
3738 
6073 
9829 
16047 ; 
24691 
34668 
India's 
Imports from 
World 
34484 
36055 
39017 
42140 
45038 
49724 
59151 
58912 
74070 
99835 
134690 
185003 
235182 
313471 
Percentage 
of world 
imports 
2.35 
1.95 
2.72 
2.83 
2.83 
3.45 
3.54 
4.41 
5.04 
6.08 
7.29 
8.67 ; 
1 
10.49 
11.05 
Growth rate of 
India's imports 
from China 
-15.52 
51.28 
12.24 
7.21 
34.35 
21.95 
24.30 
43,60 
62.46 
61.84 
63.26 
53.86 
40.40 
Growth rate of 
India's import 
from World 
4.56 
8.22 
8.00 
6.87 
10.40 j 
18.96 
• -0.40 
25,73 
34.78 
34.91 
37.35 
27.12 
33.29 
Source.- Direction of trade statistics: Yearbook, IMF Washington, Various sues. 
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Computed from Table No. 12 
Therefore, to find out trend in India's imports from China, 
we divide the entire period into three sub-periods. These 
periods are 1996-2000, 2001-2005 and 2006-2008, and shown 
table No. 13. It shows that annual average growth of India's 
imports from China and India's total imports have increasing 
trend during three sub-periods. Annual average growth rate of 
India's imports from China was 17.91 percent, 42.83 percent 
and 52.51 percent, whereas annual average growth rate of 
India's total imports was 7.61 percent, 22.8 percent and 32.59 
I 
I 
percent during 1996-2000, 2001-2005 and 2006-2008 
respectively. Thus, growth rate of India's imports from China 
was comparatively greater than India's total imports. 
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Table No. 13: Average annual growth rate of India's imports from China 
and the world 
Year 
1996-2000 
2001-2005 
2006-2008 
Source: Calculal 
Growth rate of India's 
imports from China 
17.91 
42.83 
52.51 
Growth rate of India's 
import from World 
7.61 
22.8 
32.59 
ed from data available in Table No 12 
- + - - - -60 
I SO 
40 
30 
20 
lO 
O L 
1996-2000 
I Growth r j t c of tnd i j ' s 
impor ts froiT> Chino 
I Growth rate of Indui's 
impor t f ro in W o r l d 
2001-2005 2006-2008 
Computed from Table No. l3 
Commodity Composition of India's Imports from China 
I 
In table No. 14 and 15, we analyse commodity composition 
I 
I 
of India's imports from China. The data is available for years 
1998-99 to 2007-08 at 2-digit and 8-digit HS level. We have 
divided the whole period into two parts; earlier period from 
1998-99 to 2002-03 and later period is 2003-04 to 2007-08. 
I 
I 
Table No. 14 shows that organic chemicals have been 
the most important commodity in Indian imports basket from 
China. The average share of this item was 22 percent during 
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early period, which declined to 14 percent during later period. 
The next innportant item in the Indian import basket has been 
mineral fuels, mineral oils and products of their distillation: 
bituminous substances mineral waxes, whose share was 15 
percent during early period, which declined sharply to 9 percent 
in later period. The contribution of nuclear reactors, boilers, 
machinery and mechanical appliance; parts thereof was 14 
percent during early period whose share increased sharply to 
21 percent in later period. Thus, this item became an important 
commodity in later period. The share of electrical machinery 
and equipment and parts thereof; sound recorders and 
reproducers, television image and parts grew from 17 percent to 
33 percent .Thus there has been dramatic increase in the 
electrical and electronic consumer goods imports from China. 
These increasing imports had adversely affected domestic 
manufacturing of these items as Chinese goods were much 
cheaper than Indian goods resulting in closure of many units 
especially in the small-scale sector. The share of inorganic 
chemicals; organic or inorganic compounds of precious metals, 
of rare earth metals or radii, elem or of isotopes and silk have 
decreased in later period from 5 percent to 2 percent and 9 
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percent to 4 percent respectively. Share of the rest items in 
basket of India's imports from China were marginal. 
Table No. 14: Commodi ty Composi t ion of India 's impor ts f rom China 
Commodity 
Organic chemicals 
Mineral ftels, mineral oils and products of their distillation; 
bituminous substances: mineral waxes. 
Nuclear -eactors, boilers, machinery and mechanical 
appliances; parts thereof. 
Electrical machinery and equipment and parts thereof; 
sound recorders and reproducers television image and 
sound recorders and reproducers, and parts. 
Inorganic chemicals; organic or inorganic compounds of 
precious netals, of rare earth metals, or radii, Elem. Or of 
isotopes. 
Silk 
Articles of iron or steel 
Copper and articles thereof 
Project goods; some specia' uses. 
Iron ana steel 
Zinc and articles thereof 
Tanning or dyeing extracts; tannins and their deri. Dyes, 
pigments and other colouring matter; paints and ver; putty 
and other mastics; inks. 
Optical, photographic cinematographic measuring, 
checking precision, medical or surgical inst. And apparatus 
parts and accessories thereof; 
Salt: sulphur; earths and stone; plastering materials, lime 
and cement. 
Natural or cultured pearis,precious or semiprecious 
stones,pre.metals,clad with pre.metal and articles 
thereof;imit.jewlry;coin 
Man-made filaments. 
Tctai 
1998-99 
232.74 
25% 
135.81 
15% 
124.04 
14% 
109.87 
12% 
64.44 
7% 
62.78 
7% 
11.47 
1% 
5.75 
1% 
54.09 
6% 
20.29 
2% 
22.5 
2% 
15.97 
2% 
15.72 
2% 
18.77 
2% 
11.59 
1% 
10.28 
1% 
916.11 
1999-00 
249.66 
25% 
154.55 
15% 
137.44 
14% 
120,57 
12% 
55.87 
6% 
101.15 
10% 
21.18 
2% 
4.47 
0% 
11.49 
1% 
1942 
2% 
26.04 
3% 
18,72 
2% 
1644 
2% 
36.11 
4% 
23.54 
2% 
7.61 
1% 
1004.26 
2000-01 
249.26 
20% 
263 27 
21% 
188,65 
15% 
161.43 
13% 
50.67 
4% 
113.34 
9% 
6.9 
1% 
4.68 
0% 
12.78 
1% 
9.9 
1% 
23.28 
2% 
18.15 
1% 
20.27 
2% 
82.42 
7% 
27.08 
2% 
6.32 
1% 
1238.4 
2001-02 
343.17 
21% 
262.62 
16% 
232.54 
14% 
273.39 
17% 
62.15 
4% 
156.36 
10% 
14.61 
1% 
5.35 
0% 
8.1 
0% 
13.14 
1% 
13.65 
1% 
28.37 
2% 
53.58 
3% 
60.63 
4% 
98.05 
6% 
15.07 
1% 
1640.78 
2002-03 
468.4 
21% 
175.15 
8% 
284.6 
13% 
700.02 
31% 
73.98 
3% 
160.57 
7% 
16.19 
1% 
8.26 
0% 
25.97 
1% 
8.52 
0% 
3.11 
0% 
31.05 
1% 
55.46 
2% 
36.93 
2% 
136.35 
6% 
48.62 
2% 
2233.18 
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Commodity 
Organic chemicals 
1 
' Mineral fuels, mineral oils and products of their distillation; 
bituminous substances; mineral waxes. 
Nuclear reactors, boilers, machinery and mechanical 
appliances; parts thereof 
Electrical machinery and equipment and parts thereof; 
1 sound recorders and reproducers, television image and 
sound recorders and reproducers, and parts. 
Inorganic chemicals; organic or inorganic compounds of 
precious metals, of rare earth metals, or radii. Elem. Or of 
isotopes. 
Silk 
Articles of iron or steel 
Copper and articles thereof 
Project goods; some special uses. 
Iron and steel 
Zinc and articles thereof. 
Tanning or dyeing extracts; tannins and their deri. Dyes, 
pigments and other colouring matter; paints and ver; putty 
and other mastics; inks. 
Optical, photographic cinematographic measuring, 
checking precision, medical or surgical inst. And apparatus 
1 parts and accessories thereof; 
1 
Salt; sulphur; earths and stone; plastering materials, lime 
and cemen" 
Natural or cultured pearis,precious or semiprecious 
stones,pre..metals,clad with pre.metal and articles 
thereof;imit.jewlry;coin. 
Man-made filaments. 
Total 
2003-04 
644.19 
20% 
221.26 
7% 
494.58 
15% 
1,182.42 
36% 
111.02 
3% 
221.3 
7% 
43.72 
1% 
6.57 
0% 
5.38 
0% 
20.38 
1% 
13.99 
0% 
35.73 
1% 
64.01 
2% 
42.57 
1% 
68.6 
2% 
67.98 
2% 
3243.7 
2004-05 
822.75 
14% 
901.8 
16% 
1,051.39 
18% 
1,777,62 
31% 
149.28 
3% 
303.21 
5% 
95.8 
2% 
23.06 
0% 
26,74 
0% 
125.93 
2% 
16.02 
0% 
52.62 
1% 
93.96 
2% 
6107 
1% 
155.08 
3% 
105.2 
2% 
5761.53 
2005-06 
1,310.61 
15% 
720.95 
8% 
2,162.20 
25% 
2,773.86 
32% 
203.6 
2% 
385.15 
4% 
194.59 
2% 
39.67 
0% 
106.45 
1% 
268.67 
3% 
16.3 
0% 
83.95 
1% 
137.15 
2% 
48.46 
1% 
120.58 
1% 
140.65 
2% 
8,712.84 
2006-07 
1,709.10 
12% 
1,256.35 
9% 
3,252.68 
23% 
4,246.96 
30% 
287.22 
2% 
336.54 
2% 
1,005.24 
7% 
76.54 
1% 
501.52 
4% 
711.6 
5% 
81.59 
1% 
98.51 
1% 
202.95 
1% 
4151 
0% 
94.05 
1% 
163.45 
1% 
14,071.81 
2007-08 
2,383.55 
11% 
1,295,01 
6% 
4,832.39 
23% 
7,636.05 
36% 
400.43 
2% 
382.32 
2% 
1,154.76 
5% 
105.94 
1% 
399.21 
2% 
1,459.02 
7% 
10.77 
0% 
130.28 
1% 
330.19 
2% 
78.81 
0% 
338.5 
2% 
209.2 
1% 
21,146.43 
Source; "Directorate General of Commercial Intelligence and Statistics (DGCI &S)," Government of India, 
Kolkata, various issues 
Table no. 14 shows that, the weight and composition of 
commodities constituting Indian import have undergone 
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considerable change. Share of some commodities in Indian 
imports basket have grown very fast whereas share and volume 
of some of items have dwindled swiftly. For example, share of 
nuclear reactors, boilers, machinery and mechanical 
appliances; parts thereof and electrical machinery and 
equipment and parts thereof; sound recorders and reproducers, 
television image and sound recorders parts have increased. 
This shows concentration of manufactured goods in India's 
imports basket from China. This is good for future 
industrialization and economic development of China but 
adversely affected Indian domestic consumer goods industries. 
India, therefore, shall have to focus on improving the 
competitiveness of Indian manufacturing so as to successfully 
compete with Chinese goods in future. 
Table No. 15 shows that Kidney Beans Inc White Pea 
Bens Dried & Shid had been most important commodity in 
Indian import basket from China whose, average share was 15 
percent in early period, which increased to 41 percent in later 
period. The percentage share of Human Hair, Unworked 
whether or not Washed or Scoured in India's imports basket 
was nil in early period, which increased to 5 percent in later 
period. Percentage share of Pigs Hogs/ Boar Bristle & Hair 
158 
sharply declined to 13 percent from 45 percent during later 
period Percentage share of Natural Honey was 1 percent in 
early period, which increased to 3 percent in later period. 
Contributions of other Live Plants and Other Dried in India's 
imports basket were zero percent in early period, which 
increased to 1 percent in later period. The percentage 
expenditure on Beans of the Spp Vigna Mungo Hepper or Vigna 
Radiata Whilezek Dried & Shid was 3 percent in early period, 
which increased to 10 percent in later period. Average 
expenditure on Apple Fresh was 2 percent in early period, 
which increased to 15 percent in later period.Share of Pears 
and Quinces Fresh was 1 percent in early period, which 
increased to 3 percent in later period. Expenditure on Garlic 
fresh or Chilled declined sharply from 31 percent (early period) 
to 10 percent (later period). Percentage expenditure on Tea 
green in Bulk and Other green tea (not permanent) nests were 
zero percent in both periods. Table shows that, the weight and 
composition of commodities constituting Indian import have 
undergone considerable change. Share of some commodities in 
Indian imports basket have grown very fast whereas share and 
volume of some items have dwindled swiftly. Share of Kidney 
Beans Inc White Pea Bens Dried & ShId, Human Hair, 
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Unworked whether or not Washed or Scrod, Pigs Hogs/ Boar 
Bristle & Hair, Natural Honey, Beans of the Spp Vigna Mungo 
Hepper or Vigna Radiata Whilezek Dried & Shid, Apple Fresh, 
have shown increasing trend. 
Table 15 Commodity composition of India's imports from China (8-digit HS 
level) 
Commodities 
Kidny bens inci white pea bens 
dried &shld 
Human hair, unworked whether or 
not washed or scoured 
Pigs hogs/ boar bristle & hair 
Natural honey 
Other live plants 
Others dried 
Beans of the sppvigna mungo, 
per orvigna radiate, wilezek dried 
&shld 
Apple fresh 
Pears and quinces fresh 
Gahic fresh or chilled 
Tea green in bulk 
Other green tea (not permanent) 
ness 
Total of given items 
1998-99 
0,8 
12% 
00 
0% 
4.18 
63% 
00.0 
0% 
0.02 
0% 
00.0 
0% 
00.0 
0% 
00.0 
0% 
00.0 
0% 
1.35 
20% 
0% 
0% 
6.63 
1999-00 
0.14 
1% 
0.03 
0% 
6.22 
61% 
0.00 
0% 
0.07 
1% 
00,0 
0% 
0.36 
4% 
0.05 
0% 
0.00 
0% 
3.30 
33% 
0% 
0% 
10.14 
2000-01 
1,97 
25% 
0,01 
0% 
4.83 
62% 
00,0 
0% 
00,0 
0% 
00,0 
0% 
00,0 
0% 
0.12 
2% 
1 2001-02 
3.2 
12% 
00.0 
0% 
5.37 
20% 
0.00 
0% 
0.00 
0% 
0.00 
0% 
1.50 
6% 
1.17 
4% 
0,01 0,36 
0% : 1% 
082 
11% 
0,00 
0% 
0% 
7.76 
14.74 
56% 
0.06 
0% 
0% 
26.4 
2002-03 
7.68 
24% 
00.0 
0% 
6.42 
20% 
1.59 
5% 
0.03 
0% 
0.26 
1% 
1.76 
5% 
1.81 
6% 
0.71 
2% 
11.78 
37% 
0.02 
0% 
00.0 
0% 
32.06 
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Commodities 
Kidny bens inci white pea bens 
dried &st-ild 
Human hair, unworked whether or 
not washed or scoured 
Pigs hogs/ boar bristle & hair 
Natural honey 
Other live plants 
Others dried 
Beansof the sppvigna mungo, per 
orvigna radiate, wilezek dried & 
shid 
Apple fresh 
Pears and quinces fresh 
Garlic fresh or chilled 
Tea green in bulk 
Other green tea (not permanent) 
ness 
Total of given items 
2003-04 
8.68 
39% 
0.04 
0% 
3.09 
13% 
0.01 
0% 
00.0 
0% 
0.36 
2% 
6.29 
28% 
2.04 
9% 
0.48 
2% 
4.74 
21% 
00.0 
0.11 
0% 
22.39 
2004-05 
7.99 
30% 
0.10 
0% 
5.78 
22% 
2.23 
8% 
00.0 
0% 
0.22 
1% 
0.30 
1% 
3,22 
12% 
0.55 
2% 
5,98 
23% 
0.13 
0% 
0 02 
0% 
26.52 
1 
2005-06 
15.38 
51% 
0,41 
1% 
5,73 
19% 
0,16 
1% 
0,47 
2% 
0.54 
2% 
1.87 
6% 
3.44 
11% 
0.75 
2% 
1.32 
4% 
0.11 
0% 
0.09 
0% 
30.27 
2006-07 
29.17 
49% 
6.57 
11% 
4.00 
7% 
0.54 
1% 
0.65 
1% 
0.57 
1% 
9.34 
16% 
7.03 
12% 
1.26 
2% 
0.190 
0% 
0.13 
0% 
0.16 
0% 
59.61 
2007-08 
19.29 
38% 
6.92 
14% 
2.02 
4% 
2.42 
5% 
0.70 
1% 
0.60 
1% 
0.19 
0% 
14.51 
29% 
2.50 
5% 
0.36 
1% 
0.48 
1% 
0.47 
1% 
50.46 
Source: "Directorate General of Commercial Intelligence and Statistics (DGCI &S)," Government of India, 
Kolkata, various issues. 
India's direction of imports and trend in China's market 
In this section, we elaborate about India's direction of 
imports and Chinese competitors in Indian market. Table No. 16 
shows that major portion in Indian imports came from United 
states with 9.69 percent in 1995 but since then it decreased to 
6.33 percent in 2000, 5.63 percent in 2005 but its share slightly 
increased to 6.55 percent in 2008. Despite decrease in its 
share, India still imports a substantial part of imports from 
United States. Value of India's imports from US was $ 3,344 
million in 1995, which reached to $ 20,533 million in 2008. 
During 1995, Germany and Japan were the second and third 
largest source of Indian imports after US. India's imports from 
Germany in 1995 were $ 2,713 million, which declined to $ 
1,780 million in 2000, but thereafter increased to $ 5,368 million 
in 2005 and touched to $ 13,116 million in 2008. Share of 
Germany in India's imports was 7.86 percent in 1995, 3.57 
percent in 2000, 3.98 percent in 2005 and 4.18 percent in 2008. 
Thus, share of Germany in India's imports market has declined. 
India's imports from Japan were $ 2,234 million in 1995, which 
decreased to $ 2,016 million in 2000. It increased to $ 3,473 
million in 2005 and $ 8,680 million in 2008. Percentage share of 
Japan in India's market was 6.47 percent in 1995, 4.05 percent 
in 2000, 2.57 percent in 2005 and 2.76 percent in 2008. Thus, 
share of Japan in Indian market has fallen down significantly. 
Table No. 16 A demonstrates that share of United Kingdom was 
4.88 percent in 1995, which increased to 6.13 percent in 2000 
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but it declined to 2.83 percent in 2005 and 2.16 percent in 
2008. 
Table No. 16 Direction of Indian imports and China Competitors in Indian markets (US $ 
million) 
Country 
Total 
United States 
Japan 
Germany 
United Kingdom 
France 
Italy 
China 
South Africa 
Indonesia 
Korea 
Malaysia 
Singapore 
Thailand 
Russia 
United Arab Emirates 
kan 
Oman 
Saudi Arabia 
1 1995 
34,484 
3,344 
2,234 
2,713 
1,683 
696 
888 
811 
171 
384 
717 
770 
966 
146 
826 
1,594 
574 
15 
1860 
2000 
49.724 
3,152 
2,016 
1,780 
3,053 
661 
726 
1,449 
1,270 
922 
989 
1,389 
1,482 
335 
544 
1,078 
471 
20 
1,220 
2005 
134,690 
7,591 
3,473 
5,368 
3,815 
1,801 
1,715 
8,937 
2,386 
2,855 
4,135 
2,366 
3,086 
1,118 
1,825 
4,394 
617 
198 
1,538 
2008 
313,471 
20,533 
8,680 
13,116 
8,204 
5,366 
5,014 
7,375 
2,495 
7,880 
9,875 
8,155 
13,158 
3,688 
4,583 
16,125 
13,267 
1,049 
23,542 
Source: Direction of Trade Statistics, IMF Washington Yearbook Various issues. 
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Table 16 A Percentage shares of various leading countries in Indian import basket. 
Country 
Total 
United States 
Japan 
Germany 
United Kingdom 
France 
Italy 
China 
1 
South Africa 
Indonesia 
i Korea 
! Malaysia 
Singapore 
Thailand 
Russia 
United Arab Emirates 
1 
Iran 
Oman 
Saudi Arabia 
1995 
100 
9,69 
6.47 
7.86 
4.88 
2.01 
2.57 
2.35 
0.49 
1.11 
2.07 
2.23 
2.80 
0.42 
2,39 
4.62 
1,66 
0.04 
5.39 
2000 
100 
6.33 
4.05 
3.57 
6.13 
1,32 
1.46 
2.91 
2.55 
1.85 
1.98 
2.79 
2.98 
0.67 
1.09 
2.17 
0.94 
0.04 
2.45 
2005 
100 
5.63 
2.57 
3.98 
2.83 
1.33 
1.27 
7.29 
1.77 
2.11 
3.07 
1.75 
2.29 
0.83 
1.35 
3.26 
0.45 
0.14 
1,14 
2008 
100 
6.55 
2.76 
4.18 
2.16 
1.71 
1.59 
2.35 
0.79 
2.51 
3.14 
2.60 
4.19 
1,18 
1.46 
5.14 
4.23 
0.33 
7.50 
Source: Calculated the data available from Table No. 16 
164 
Percentage share of France and Italy were 2.01 percent 
and 2.57 percent respectively in 1995, which decreased to 1.71 
percent and 1.59 percent in 2008. The value of imports from 
China in Indian market was $ 811 million in 1995, reached to $ 
1,449 million in 2000, $ 9,829 million in 2005 and $ 7,375 
million in 2008. In relative terms, China's share was 2.35 
percent in 1995, 2.91 percent in 2000, which increased to 7.29 
percent in 2005 but its share sharply declined to 2.35 percent in 
2008. Share of South Africa in Indian market was 0.49 percent 
in 1995, which increased to 2.55 percent in 2000. Its share was 
1.77 percent in 2005, which declined to 0.79 percent in 2008. 
During 1995-2008, share of Indonesia has shown 
increasing trend from 1.11 percent in 1995 to 2.51 percent in 
2008. Share of Korea was around 2 percent in years 1995 and 
2000 whereas its share was around 3 percent in years 2005 and 
2008. Percentage share of Malaysia was 2.23 percent in 1995, 
2.79 percent in 2000, 1.75 percent in 2005 and 2.60 percent in 
2008. Share of Singapore in Indian imports was around 3 
percent during 1995 to 2005, which increased to 4.19 percent in 
2008. Share of Thailand was 0.42 percent in 1995, 0.67 percent 
in 2000, 0.83 percent in 2005 and 1.18 percent in 2008. Share 
of Russia was 2.39 percent in 1995, 1.09 percent in 2000, 1.35 
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percent in 2005 and 1.46 percent in 2008. During 1995, share 
of United Arab Emirates in India's imports was 4.62 percent, 
wiiich declined to 2.17 percent in 2000, it increased to 3.26 
percent in 2005 and further increased to 5.14 percent in 2008. 
Share of Iran was 1.66 percent in 1995, 0.94 percent in 2000, 
0.45 percent in 2005, which increased to 4.23 percent in 2008. 
Percentage share of Saudi Arabia was 5.39 percent in 1995, 
which declined to 2.45 percent in 2000 and further declined to 
1.14 percent in 2005 but its share sharply increased to 7.50 
percent in 2008. Share of Oman was very marginal during these 
periods. 
India's Imports Intensity from China 
In this section, we use imports intensity indices to 
measure the given above trend of India's imports from China. 
These intensity indices are also useful to demonstrate about the 
relative importance of two countries in their respective exports 
and imports. Import intensity index of India with China can be 
measured with the help of following formula: 
^^^ = {[M,]ii.M)'[xHx.-X]] 
Where 
III is India's imports intensity index with China 
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is country India J is country China 
denotes imports of India from trading partner China 
is total imports of India M. 
^ ' is total exports of China 
^ " is total world exports 
^' total export of India 
The value of index less than unity shows that import flow 
is smaller than expected, given the partner country's 
importance in the world import. If the value of index is more 
than unity, it shows that import flow is greater than expected, 
given the partner country's importance in the world import. If 
the value of index is unity, it shows that import flow is at 
expected level. 
Table 
Year 
, 1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
No. 17 Ind ia ' 
India's 
import from 
China 
702 
1,062 
1,192 
1,278 
1,717 
2,094 
2,603 
3,738 
6,073 
9,829 
16,047 
24,700 
34,668 
s impor ts 
Total 
import of 
India 
36,055 
39,017 
42,140 
45,038 
49,724 
59,151 
58,912 
74,070 
99,835 
134,690 
185,003 
235,182 
313,471 
intensi ty f rom China 
Total export 
of China 
151,165 
182,917 
183,744 
194,931 
249,195 
266,709 
325,744 
438,364 
593,358 
762,337 
969,284 
1218,700 
1429,340 
Total world 
export 
5300,700 
5525,400 
5396,500 
5664,700 
6362,300 
6139,400 
6432,100 
7515,300 
9131,800 
10365,900 
11946,200 
13909,900 
16069,600 
Total 
export of 
India 
32,325 
33,248 
36,422 
38,577 
44,298 
45,626 
50,496 
61,119 
75,385 
97,918 
122,741 
153,960 
198,285 
Import 
intensity 
index 
0.68 
0.81 
0.82 
0.81 
0.87 
0.80 
0.86 
0.85 
1.13 
0.98 
1.05 
1.18 
1.22 
Source: Direction of Trade and Statistics, IMF, Washington various issues. Estimated from data available 
in table no. 17 
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India's imports intensity index 
1,2 
1 
0 8 
0.6 - - - ' " 
0.4 
0.2 
0 
1096 1997 1995 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 
Year 
Computed From Table No. 17 
Table No. 17 provides India's import intensity with China 
during 1996-2008. It is found that India's import intensity with 
China was never below 0.68 during 1996-2008. The value of 
index is more than unity in 2004, 2006, 2007 and 2008. It shows 
that import inflow from China is greater than expected to the 
partner country India. Whereas during other years of the above 
period India's import intensity has been around unity, which 
shows that Indian imports from China, is very close to 
expectation. It implies that potentiality of India's imports from 
China was greater in recent period in comparison to early 
period. 
We use commodity imports intensity to investigate the 
similarity in the pattern of India's imports from China and 
India's import demand. The commodity intensity indices of 
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India's import with China will explain the degree to which 
Indian imports from China had followed the pattern of India's 
total import demand during the period. The commodity intensity 
index of India's from China is computed as: 
Where: 
/ - Commodity intensity index of India's import of particular 
commodity from China 
X'[ - India's imports of particular commodity from China 
(China's exports of particular commodity to India) 
X,^- India's total imports from China (China's total exports to 
India) 
y^'^-India's imports of particular commodity from all sources of 
supply 
^/f - India's total imports 
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Table No. 18 Commodity Intensity of India's import from China 
Commodity composition of 
India's impors from China 
Electrical machinery and 
equipment and parts thereof; 
sound recorders and 
reproducers, television image 
and sound recorders and 
reproducers, and parts. 
Nuclear reactors, boilers. 
machinery and mechanical 
appliances; parts thereof. 
Organic chemicals 
Mineral fuels, mineral oils and 
products of their distillation; 
bituminous substances; 
mineral waxes. 
Articles of iron or steel 
Iron and steel 
Project goods; some special 
uses. 
Silk 
Inorganic chemicals; organic 
or inorganic compounds of 
precious metals, of rare-earth 
metals, or radi. Elem. Or of 
isotopes. 
1999-
2000 
1.5 
1.8 
3.4 
0.5 
3.2 
0.9 
0.6 
45.2 
2.1 
2000 
-01 
1.6 
1.8 
6.4 
0.6 
0.9 
0.4 
0.7 
37.2 
1.9 
2001 
-02 
2.7 
1,7 
5.8 
0.5 
1.3 
0.4 
0.4 
29.0 
1.6 
2002 
-03 
3.8 
1.5 
5.8 
0.2 
1.0 
0.2 
1.3 
22.5 
1.8 
2003 
-04 
4.3 
3.7 
5.0 
0.2 
1.6 
0.3 
0.3 
20.9 
2.1 
2004 
-05 
3.8 
4.3 
3.8 
0,5 
2.1 
0.7 
0.9 
18.2 
1.6 
2005 
-06 
4.0 
4.0 
4.4 
0.2 
2.5 
0.8 
2.0 
16.6 
1.5 
2006 
-07 
3.8 
2.3 
3.7 
0.3 
5.2 
1.5 
3.7 
12.7 
1.5 
Source: Directorate General of Commercial Intelligence & Statistics (DGCI&S), Government of India, 
Kolkata, Various issues. 
Table No. 18 A: potentiality Rank of Commodity Intensity of India's imports from China 
' Commodity composition of India's imports from China 
Electrical machinery and equipment and parts thereof; 
sound recorders and reproducers, television image and 
sound recorders and reproducers, and parts. 
Nuclear reactors, boilers, machinery and mechanical 
appliances; parts thereof. 
Organic chemicals 
Mineral fuels, mineral oils and products of their distillation; 
bituminous substances; mineral waxes. 
Articles of iron or steel 
Iron and steel 
Project goods; some special uses. 
Silk 
Inorganic chemicals; organic or inorganic compounds of 
preciOus metals, of rare-earth metals, or radi. Elem. Or of 
isotopes. 
Average 
3.2 
2.6 
4.8 
0.4 
2.2 
0.7 
1.2 
25,3 
1,8 
Potentiality rank 
Hi 
Iv 
11 
Viii 
V 
Viii 
Vii 
1 
Vi 
Source: Calculated from data available in Table No, 18 
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Table No. 18 A shows that index value of silk was 25.3, 
organic chemical was 4.8, Electrical Machinery and Equipment 
and Parts thereof; Sound Recorders and Reproducers, 
Television Image and Sound Recorders and Reproducers and 
Parts. Was 3.2, Nuclear Reactors, Boilers, Machinery and 
Mechanical Appliances; Parts Thereof was 2.6, articles of iron 
and steel 2.2, project goods some special with 1.2, iron and 
steel was 0.7. It implies that China has been successful in 
tapping the Indian imports demand requirement of above all 
products except iron and steel because the index value of it is 
less than one. Thus, China has been the largest source of 
Indian imports of silk followed by organic chemicals, electrical 
machinery and equipment and parts thereof; sound recorders 
and reproducers etc. 
Commodity Concentration of India's Imports from China 
The above potentiality of India's imports from China can 
also measured by trade concentration. In this section, we 
compute the commodity concentration of India's imports from 
China at 2-digit HS level with the help of Herfindahl- Hirschman 
Index (HHI) 
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HH= Ts: 
Where: 
/ ' is the export of commodity. 
N denotes the total number of commodity classification and s, 
is the share of the/'" commodity in total exports. 
A HHI index below 0.01 indicates a highly competitive index. 
A HHI index below 0.1 indicates an unconcentrated index. 
A HHI index between 0.1 to 0.18 indicates moderate 
concentration. 
A HHI index above 0.18 indicates high concentration. 
For analysis, we took top fifteen commodities of India's imports 
from China for year 2007-08 to measure commodity 
concentration. The total share of these commodities in imports 
basket was 85 percent. The share of top ten products in basket 
of India's import was 77 percent, top five products was 65 
percent and top three was 55 percent. This shows that top three 
products were highly concentrated. The value of commodity 
concentration of top fifteen products was 0.13. This shows that 
top fifteen products have moderately concentrated in basket of 
India's imports from China. This implies that India's imports are 
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considerably diversified and despite increase in imports from 
China, still it is not significant. 
Table No 19. Commodity concentration of India's imports from China 
Commodity composition of India's imports from China j 2007-08 
i 
Electrical machinery and equipment and parts thereof; 
sound recorders and reproducers, television image and 
sound recorders and reproducers, and parts. 
Nuclear reactors, boilers, machinery and mechanical 
appliances; parts thereof. 
Organic chemicals 
Iron and steel 
Mineral fuels, mineral oils and products of their distillation; 
bituminous substances; mineral waxes. 
Fertilisers. 
Articles of iron or steel 
Plastic and articles thereof. 
Inorganic chemicals; organic or inorganic compounds of 
precious metals, of rare-earth metals, or radi. Elem. Or of 
isotopes. 
] Project goods; some special uses. 
Silk 
Natural or cultured pearls, precious or semiprecious stones, 
pre. metals, clad with pre. metal and articles thereof; imit. 
jewlry; coin. 
Ships, boats and floating structures. 
Optical, photographic cinematographic measuring, 
checking precision, medical or surgical inst. And apparatus 
parts and accessories thereof; 
Vehicles other than railway or tramway rolling stock, and 
parts and accessories thereof. 
Total 
7,636.05 
4,832.39 
2,383.55 
1,459.02 
1,295.01 
1,187.26 
1,154.76 
628.3 
400.43 
399.21 
382.32 
338.5 
336.29 
330.19 
320.45 
27146.41 
Share 
0.28 
0,18 
0.09 
0.05 
0.05 
0.04 
0.04 
0.02 
0.01 
0.01 
0.01 
0.01 
0.01 
0.01 
0.01 
0.85 
S' 
0.08 
0.03 
0.01 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0,00 
0.13 
Source: Directorate General of Commercial Intel l igence & Statistics (DGCI&S), Year 
2007-08 Government of India, Kolkata. 
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The concentration can also be measured through other 
index, which is called Trade Entropy (TE). Table No. 19 shows 
concentration of India's imports from China. Concentration can 
be measured with the help of Absolute Trade Entropy Index 
(ATE) 
Absolute Trade Entropy Index of India's imports from China as 
follows: 
I t : L'".i In (1/bij) with 0<bij<1 and bij= 1, where bij represent 
imports share of country I from j 
Where country I denote India and country j denotes China. 
The lower the index the less dispersed is the export (or import) 
of that country. In other words, the lower the index the more 
concentrated is the export (or import) of that country. 
Accordingly, a country with low concentration is regarded being 
well integrated in the world trade, while a country with a high 
concentration implies that country's trade is restricted to a 
small number of trade partners. 
174 
Table No. 20: Imports Concentration of India's from China 
Year 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
Imports from China 
811 
702 
1062 
1192 
1278 
1717 
2094 
2603 
3738 
6073 
9829 
16047 
24691 
34668 
Imports from World 
34484 
36055 
39017 
42140 
45038 
49724 
59151 
58912 
74070 
99835 
134690 
185003 
235182 
313471 
TE 
3.75 
3.94 
3.60 
3.57 
3.56 
3.37 
3.34 
3,12 
2.99 
2.80 
2.62 
2.44 
2.25 
2.20 
Source: Direction of Trade and Statistics, IMF, Washington various issues. 
Table No. 20 shows that the value of index was 3.75 
during 1995, which increased to 3.94 in 1996. But Since 1997, 
the value of index has been decreasing gradually and reduced 
to 2.20 in 2008. Thus, index shows that concentration of India's 
imports from China has increased gradually. It is because of 
relatively higher rate of growth of imports from China as 
compared to other countries. 
Identification of China's Potential products. 
We use Balassa's Revealed Comparative Advantage Index 
to identify potentiality of China's product in international 
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market. Balass's Revealed Comparative Advantage Index (RCA) 
is computed as: 
R.,. = ^XJX.)'iXJX.y'' 
Where: 
Jl^ = EJaiassa's index of RCA 
X,,, = Country i's export of product in. 
X,, = total export of country i 
X^^i, = world export of product h 
X„,- total world exports 
A country is said to have revealed comparative advantage 
(disadvantage) in product h if Rih>1(<1) The table No 21 presents 
the RCA index of different product of year 2000, 2005, 2006, 
2007, 2008 and average value of given period. Table No. 21 
shows that the average index value of clothing was 3.84, 
textiles was 2.25, other manufactures was 1.44, manufactures 
was 1.30, iron and steel was 0.89, food, non-food and 
agricultural products were 0.48, 0.39 and 0.47 respectively. 
^^ '' Belassa index of Revealed Comparative Advantage is defined in book of India and China, 
Trade complementarities and competitiveness by T.P. Bhat (et-al), Book well New Delhi 2008 ,p 
.185 
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Thus, clothing, textiles, manufactures and other manufacture 
have high competitiveness in international market because 
index value of these products was more than one and iron & 
steel, agricultural products, food and non-food products have 
low competitiveness in international market because their value 
are less than one. Our analysis show that there is great 
potential for expansion of India's imports from China in clothing, 
textiles and manufacturing items. In future, our imports in these 
products are likely to increase. 
Table No. 21: Revealed Comparative Advantage index of China's exports 
Product 
Agricultural products 
'' Food 
Non Food 
Manufactures 
Iron and steel 
Chemicals 
Textiles 
Clothing 
Other manufactured 
2000 
0.73 
0.76 
0.60 
1.18 
0.02 
0.52 
2.54 
4.50 
0 
2005 
0.45 
0.48 
0.32 
1.28 
0.81 
0.43 
2.70 
3.59 
1.31 
2006 
0.42 
0,45 
0.30 
1.32 
1.06 
0.43 
2.71 
3.72 
1.34 
China 
2007 
0.39 
0.41 
0.30 
1,34 
1.21 
0.45 
0.41 
3.73 
1.68 
2008 
0.35 
0.33 
0.44 
1.40 
1.33 
0.51 
2.87 
3,65 
1.45 
Average value 
0.47 
0.48 
0.39 
1,30 
0.89 
0,47 
2.25 
384 
1,44 
Source: Calculated the value of index from statistical data of WTO, various issues. 
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Chapter- 6 
Indo- China Bilateral Trade 
Indo-China trade developed slowly and steadily in the 
formative years of 1950s. However, bilateral trade growth has 
been much faster since 1995 after establishing World Trade 
Organisation (WTO). In the year 1995 the two way trade was $ 
104,9 million, which reached to $ 531,60 million in 2008. 
During 1995, India's exports to China was $ 283 million, which 
touched to $ 184,92 million during 2008. It implies that India's 
exports to China increased by approximately 65 times. On the 
other hand, imports from China were $ 811 million in 1995, 
which increased to $ 346,68 million in 2008. It implies that 
India's imports from China increased by around 42 times. Thus, 
India's exports to China have increased at a much faster rate 
than imports. 
TRENDS IN INDO-CHINESE TRADE 
Table No. 22 shows annual trend in trade relation between 
Indo-China and the world. The bilateral trade between India 
and China has grown steadily since 1995, the size of Indo-
Chinese trade amounted to $ 1,094 million in 1995, which 
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improved regularly till 1998 to $ 2,050 million but slightly 
declined to $ 2,029 million in 1999. The magnitude of Indo-
Chinese trade again improved remarkably in 2000 to $ 2,947 
million and touched to $ 53,160 million in 2008. Thus between 
1995 and 2008, Indo-Chinese trade improved from $ 1,094 
million to $ 53,160 million. This implies that Indo-Chinese trade 
improved by over 50 times during the period 1995 to 2008. 
Table No. 22: Indo, China and World trade relation (US million dollars) 
Year 
1995 
1996 
1997 
1 1998 
1999 
1 2000 
2001 
2002 
1 2003 
' 2004 
2005 
2006 
2007 
2008 
Indo-
Chines 
e trade 
1094 
1244 
1707 
2050 
2029 
2947 
3639 
4323 
6468 
10251 
16274 
25565 
34806 
53160 
India's 
total 
trade 
65021 
68380 
72265 
78562 
83615 
94022 
104777 
109408 
135189 
175220 
232608 
307744 
309142 
511756 j 
China's 
total 
trade 
281118 
290114 
325080 
324129 
360649 
474264 
510276 
621184 
851200 
1154780 
1422555 
1761077 
2174964 
2561260 
% in 
India' 
s total 
trade 
2% 
2% 
2% 
3% 
2% 
3% 
3% 
4% 
5% 
6% 
7% 
8% 
11% 
10% 
% in 
china's 
total 
trade 
0.38 
0.42 
0.52 
0.63 
0.56 
0.62 
0.71 
0.59 
0,75 
0.88 
1,14 
1.45 
1.6 
2.07 
India's 
trade 
growth 
517 
5.68 
8,71 
6,43 
1245 
11,44 
4,42 
23,56 
29,61 
32,75 
32,30 
0,45 
65,54 
china's 
trade 
growth 
3,20 
12,05 
-0,29 
11,27 
31,50 
7,59 
21,73 
37,03 
35,66 
23,19 
23,80 
23.50 
17 76 
world 
trade 
10686900 
11121200 
10920600 
11486100 
11953400 
12530600 
13075600 
15282600 
18619000 
21117300 
24299200 
28236400 
32644700 
world 
growth 
rate 
4.06 
-1,80 
5.18 
4,07 
4.83 
4,35 
16,88 
21,83 
13,42 
15,07 
16.20 
15.61 
% in 
world 
total 
trade 
0,01 
0,02 
0,02 
0.02 
0,02 
0,03 
0,03 
0,04 
0,06 
0,08 
0,11 
0,12 
0,16 
Source: Direction of trade Statistics, Yearbook, IMF publ icat ion Washington D,C. 
Various issues 
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Table No. 22 also provides data about the proportional 
share of Indo-Chinese trade in India's and China's total trade 
separately. It also reflects the growth rate of India, China, and 
world trade. From table No. 22, it is found that during 1995, the 
proportion of Indo-Chinese trade in India's total trade was 2 
percent only, which remained constant till 1997. During 1998, 
this proportion increased to 3 percent. Again, in 1999, it 
declined to 2 percent. During the period 2000 and 2001, it was 
3 percent. After 2002, the proportion of this trade as compared 
to India's total trade rose continuously and reached to 11 
percent in 2007. However, during 2008, the proportion of this 
trade slightly came down to 10 percent. This implies that Indo-
Chinese trade which was almost constant since mid 1990s 
picked up in the current decade. Thus, post 2000 period has 
been marked by a relatively higher growth in Indo-Chinese 
trade as compared to the rest of the world. This is positive 
development for Indo-Chinese bilateral trade. Table no. 22 also 
provides the data for Indo-Chinese trade in proportion to 
Chinese total trade. It gives an idea about the growth in Indo-
Chinese trade in relation to total Chinese trade. It shows that 
Indo-Chinese trade was 0.38 percent of total Chinese trade 
during 1995. The share of Indo-Chinese trade as compared to 
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Chinese total trade has exhibited increasing trends till 1998 at 
0.63 percent. It slightly decreased during 1999 to 0.56 percent. 
During 2000, the proportion of Indo-Chinese trade as compared 
to total Chinese trade was 0.62 percent. Since 2003, share of 
Indo-Chinese trade in China's total trade improved continuously 
and reached to 2.07 percent in 2008. Thus, the proportion of 
Indo-Chinese trade in China's total trade has also been 
increasing. This shows that Indio- China trade has grown faster 
than India's and China's trade with rest of the world, indicating 
greater integration of the two fasted growing world economies 
especially since 2000. 
Table No. 22 also provides information about growth rate 
of China, India and the world trade. This shows annual trade 
growth rate of India, China and the world have fluctuated since 
1996. During 1997, AGR of India's trade was 5.68 percent, 
which increased to 8.71 percent in 1998, whereas AGR of 
China's and world trade declined to -0.29 percent from 12.05 
percent and -1.80 percent from 4.06 percent respectively. 
During 1999, annual growth rate of India's total trade declined 
to 6.43 percent whereas China's growth rate increased to 11.26 
percent and growth rate of world trade also increased to 5.17 
percent. During 2000, annual growth rate of India increased to 
12.45 percent, China increased to 31.50 percent and world 
declined to 4.07 percent. During 2001, AGR of India declined 
slightly to 11.44 percent, China's decline sharply to 7.59 
percent but AGR of the world slightly increased to 4.83 percent. 
During 2002, India's annual growth rate declined sharply to 4.41 
percent, while China's annual growth rate increased rapidly to 
21.73 percent and annual growth rate of world declined 
marginally to 4.35 percent. During 2003, annual growth rate 
India, China and the world increased to 23.56 percent, 37.03 
percent and 16.88 percent respectively. India's annual growth 
rate was 29.61 percent in 2004, 32.75 percent in 2005 and 
32.30 percent in 2006. Annual growth rate of China was 35.66 
percent in 2004, 23.19 percent in 2005 and 23.80 percent in 
2006, whereas annual growth rate of world were 21.83 percent 
in 2004, 13.42 percent in 2005 and 15.07 percent in 2006. 
During 2007, India's growth rate declined sharply to 0.45 
percent, China's growth was constant and world growth rate 
increased marginally. During 2008, annual growth rate of India 
increased very rapidly and reached to peak at 65.54 percent. In 
case of China, growth rate decreased from 23.50 percent in 
2007 to 17.76 percent in 2008. While world growth rate 
decreased to 15.61 percent in 2008 from 16.20 percent in 2007. 
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As far the average growth rate for whole period, the annual 
average growth rate of India, China and the world have been 
19.45 percent, 20.40 percent and 9.97 percent respectively. 
India and China have almost same growth rate of around 20 
percent while average growth of world's total trade is very low 
(9.97 percent). 
From the above analysis, we do not find any definite 
correlation between the annual trade growth rate of India, 
China, and the World. However, when we analyze the average 
growth rates of India, China and World for the period 1997-
2002, we found that the average annual growth of trade were 
8.19 percent, 13.97 percent and 3.45 percent per annum 
respectively. Thus, we see that India and China both recorded 
higher annual average growth rate in their trade as compared to 
overall World trade and annual average growth has been much 
higher in China as compared to India. During 2003-2008, we 
find drastic changes in the average annual growth rates of 
India, China, and the World. The average annual growth of 
India was 30.70 percent, China 26.82 percent and World 16.50 
percent during 2003-2008. Thus in the next 6 years, India's 
average growth rate became highest exceeding China also. This 
shows that India, which lagged behind China during 1997-2002, 
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substantially improved its trade growth rate even higher than 
that of China. This is a valuable trend and shows India's 
competitive ability in the World trade. In the next section, we 
analyse the trend of China and India's import market to get a 
picture of Indo-China trade relations. 
Trends in India's Exports to and Imports from China 
Table No. 23 provides data of India's export to and 
imports from China and deals with the percentage share of 
India's export and imports from China as compared to India's 
total exports and total imports respectively. The table No. 23 
shows that the size of India's exports to China amounted to $ 
283 million in 1995, which reached to $ 18,492 billion in 2008. It 
increased by around 65 times. India's import from China was $ 
811 million in 1995, which increased to $ 34,668 million in 
2008. It increased by 42.72 times. It implies that India's exports 
to China increased at much faster rate than India's imports from 
China. 
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Table 
China, 
No 23: Trends in India's export to China and India's imports from 
Year 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
India's 
export to 
China 
283 
542 
645 
585 
751 
1230 
1545 
1720 
2710 
4178 
6445 
9518 
10195 
18492 
India's 
total 
export 
30537 
32325 
33248 
36422 
38577 
44298 
45626 
50496 
61119 
75385 
97918 
122741 
153960 
198285 
% of 
world 
export 
0.93 
1.67 
1.94 
1.6 
1.94 
2.77 
3.39 
3,4 
4.43 
5.54 
6.58 
7.75 
6.62 
9.32 
1 India's 
imports 
from China 
811 
702 
1062 
1192 
1278 
1717 
2094 
2603 
3738 
6073 
9829 
16047 
24691 
34668 
India's 
total 
imports 
34484 
36055 
39017 
42140 
45038 
49724 
59151 
58912 
74070 
99835 
134690 
185003 
235182 
313471 
% of 
world 
imports 
2.35 
1.95 
2.72 
2.83 
2.83 
3.45 
3.54 
4.41 
5.04 
6.08 
7.29 
8.67 
10.49 
11,05 
Source: Estimated from Table No. 1 and 12. 
Table No. 23 also provides India's exports to China as 
percentage of India's total exports of the world. It gives an idea 
about the growth in India's exports in relation to India's total 
exports. During 1995-2008, the percentage share of India's 
export to China to total Indian exports increased from 0.93 
percent to 9.32 percent. Whereas, percentage share of Indian 
imports from China to total Indian imports increased from 2.35 
percent to 11.05 percent. It implies that the percentage share of 
China in Indian market is greater than share of India in Chinese 
market. 
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Table No. 24 shows that annual average growth rate of 
Indo- China trade. Table shows that Indo-China trade has 
grown at an Increasing rate during 1996-2008. During 1996-
2000, average annual growth rate of India's exports from China 
was 38.68 percent, which increased to 40.59 percent per annum 
during 2001-2005 and further to 45.39 percent per annum 
during 2006-2008. Similarly, India's imports from China 
increased at an average annual growth rate of 17.91 percent 
during 1996-2000, which accelerated to 42.83 percent per 
annum during 2001-05 and further to 52.51 percent per annum 
during 2006-2008. 
Table No. 24: Average Annual Growth rate of Indo- China Trade 
Year 
1996-2000 
2001-2005 
2006-2008 
Annual growth rate of India's 
export to China 
38.68 
40.59 
45.39 
Annual Growth rate of 
India's imports from China 
17.91 
42.83 
52.51 
Source : T 
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Thus, India's exports to and imports from China both have 
increased at an increasing rate during 1996-2008. However, 
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Imports from China shown a higher growth rate than exports to 
China after 2001. 
China's and India's Direction of Imports and Trend in 
India's and China's Market 
In this section, we elaborate about China and India's 
direction of imports and trends in India and China's market. The 
major portion of Chinese import came from Japan to around 22 
percent in 1995, which decreased to around 19 percent in 2000, 
15.21 in 2005 and 13.32 percent in 2008. Despite decrease, 
the share of Japan in China's imports is still substantial. Total 
imports of China from Japan in 1995 were $ 132163 million, 
which reached to the level of $ 150808 million in 2008. During 
1995, United States and Korea were the second and third 
largest source of Chinese imports after Japan. Share of US in 
Chinese market was around 13 percent in 1995, 10 percent in 
2000, 7.42 percent in 2005 and 7.22 percent in 2008. 
Percentage share of Korea in Chinese market were 7.78 
percent in 1995, 10.34 percent in 2000, 11.64 percent in 2005 
and 9.91 percent in 2008. Percentage share of India's exports 
in Chinese market was 0.3 percent in 1995 and 0.6 percent in 
2000, thereafter India's share increased rapidly to the level of 
1.48 percent in 2005 and 1.74 percent in 2008. Thus, share of 
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India in Chinese market has shown increasing trend during 
these years, but it is still very low.''^^ On the other hand, the 
major portion in Indian imports came from United States with 
9.69 percent in 1995, which decreased to 6.33 percent in 2000, 
5.63 percent in 2005 but its share slightly increased to 6.55 
percent in 2008. Despite decrease in its share, still substantial 
part of India's imports came from United States. Germany and 
Japan were the second and third largest source of Indian 
imports after US. Share of Germany in India's imports was 7.86 
percent in 1995, 3.57 percent in 2000, 3.98 percent in 2005 and 
4.18 percent in 2008. Thus, share of Germany in India's imports 
market has declined. Percentage share of Japan in India's 
market was 6.47 percent in 1995, 4.05 percent in 2000, 2.57 
percent in 2005 and 2.76 percent in 2008. Thus, share of Japan 
in Indian market has gone down significantly. The value of 
imports from China in Indian market was $ 811 million in 1995, 
reached to $ 1,449 million in 2000, $ 9,829 million in 2005 and 
$ 7,375 million in 2008. In relative terms, China's share was 
2.35 percent in 1995, 2.91 percent in 2000, which increased to 
7.29 percent in 2005 but its share sharply declined to 2.35 
' ' See Table No. 5 and 5A 
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percent in 2008."^ During 2008, percentage share of India in 
Clninese market was 1.74 percent and siiare of China in Indian 
market was 2.35 percent in 2008, which implies that India's 
imports from China is much higher than India's exports to China 
Thus, India will have to face a negative balance of trade with 
China. 
Commodity Composition of Indo- China Trade 
India's exports to China at 2 digit HS level shows that 
ores, slag and ash; inorganic chemicals; organic or inorganic 
compounds of precious metals, or of isotopes and iron & steel 
have increasing trends.^^^ And at 8-digit HS level boneless meat 
of bovine animal (frozen), human hair unworked whether or not 
washed or scoured, jelly fish {Rhopelina spp) drid specialed 
(frozen) and AFD shrimp frozen have shown increasing trends 
during early period (1998-99 to 2002-03) to later period (2003-
04 to 2007-08)"^ In these, share of ores, slag, ash; and AFD 
shrimp frozen increased rapidly. This reveals that primary 
products have been very important items in export basket of 
India to China whose share is more than 50 percent, which is 
not in the long-term interest of India. Dependence on exports of 
See Table No. 16 and 16 A 
See Table No. 3 
See Table No. 4 
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primary products are highly risky because of demand and 
supply constraints both. 
India's imports from China at 2-digit level shows that 
nuclear reactors, boilers, machinery and mechanical appliance; 
parts thereof, electrical machinery, equipment, parts thereof, 
sound recorders and reproducers, television image and parts 
have increasing trends"^. And at 8-digit level share of kidney 
beans inclusive white pea beans (dried) & specialed, human 
hair, unworked whether or not washed or scrod, pigs hogs/ boar 
bristle & hair, natural honey, beans of the special vigna mungo 
hepper or Vigna Radial whilezek dried & special, apple fresh 
have been increasing trend.^^° These all items, which have 
increasing trend are consumer goods, which have adversely 
affected to Indian domestic consumer goods industries. 
Trade Intensity of Indo- China: 
The relative importance of two countries in their respective 
exports and imports is demonstrated by the trade intensity 
index. Trade intensity index measures whether the value of 
trade betvyeen the two countries is greater or smaller than 
expected based on their relative importance in the world trade. 
•''See Table No. 14 
See Table No. 15 
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The value of index less than unity indicates a bilateral export 
flow is smaller than expected, given the partner country's 
importance in world export and vice-versa. Table No. 25 shows 
that during 1996 to 2004, the value of export intensity index of 
India to China is lower than one. Whereas since 2005, the value 
of index is greater than one, which implies that India's exports 
to China are greater than expected during 2005-2008. On the 
other hand, the table shows that the value of export intensity 
index of China to India was less than one during 1996-2003. 
Since 2004, this value is more than one except 2005, which 
implies that import inflow from China is greater than expected 
to the partner country India. Thus, in later period (2004-2008) 
value of trade between two countries was greater than expected 
as compared to early period (1996-2003), which shows Indo-
china trade became more integrated in later period. 
Table N 
Year 
lo . 25 Trade Intensi ty Index of Indo 
India 's expor t In tensi ty to China 
1996 ' 0.64 
1997 ' 0.77 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
0.91 
0.67 
0.43 
0.88 
0.75 
0.82 
0.92 
1.05 
1.19 
0.98 
1.30 
- China Trade 
China 's expor t Intensi ty to India 
0.68 
0.81 
0.82 
0.81 
0.87 
0.80 
0.86 
0.85 
1.13 
0.98 
1.05 
1.18 
1,22 
Source: Table No. 6 and 17 
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Commodity Intensity of Indo-China Trade 
Value index of commodity intensity of India's exports to 
China shows that ores and other minerals were 9.82, iron and 
steeii with 2.15, pharmaceutical with 1.23 and non-ferrous 
materials with 0.68, Chemical with 0.35, clothing with 0.07 and 
121 machinery and transport equipment with 0.05. Thus, in terms 
of potentiality, ores and other minerals had the first rank 
followed by iron and steel, pharmaceutical, non-ferrous metals, 
chemical, clothing and machinery and transport equipment. It 
implies that India has been successful in tapping the demand 
requirement of ores and other minerals, iron and steel and 
pharmaceutical because index value of these products were 
more than one. 
India's imports from China shows that index value of silk was 
25.3, organic chemical was 4.8, Electrical Machinery and 
Equipment and Parts thereof; Sound Recorders and 
Reproducers, Television Image and Sound Recorders and 
Reproducers and Parts was 3.2. Nuclear Reactors, Boilers, 
Machinery and Mechanical Appliances; Parts thereof was 2.6, 
articles of iron and steel 2.2, project goods some special with 
'^ ' See Table No. 7 A 
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1.2, iron and steel (0.7).^^^ It implies that China has been 
successful in tapping the Indian imports demand requirement of 
above all products except iron and steel because the index 
value of it is less than one. Thus, China has been the largest 
source of Indian imports of silk followed by organic chemicals, 
electrical machinery and equipment and parts thereof; sound 
recorders and reproducers etc. Our analysis shows that ores 
and other minerals, iron and steel pharmaceutical products 
have great potential for expansion of India's exports to China 
and silk, machinery goods and other manufactured products 
have great potential for expansion in India's imports from 
China. In future our trade of these products are likely to 
increase. These trends can be also estimated by trade 
concentration, which has been discussed in the next section. 
Commodity Concentration of Indo-Chinese Trade 
In this section, we discuss about the trade and commodity 
concentration of India's export to China and imports from China. 
For analysis, we took top fifteen commodity of India's export to 
and imports from China for year 2007-08 at 2-digit HS level to 
measure commodity concentration of India's export to China 
and imports from China. The total share of these commodities 
'-^  See Table No, 18 A 
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in export basket was 93 percent. The share of top ten 
commodities in basket of India's exports was 88 percent, top 
five products was 79 percent and top three product 73 percent. 
This shows that top three product were highly concentrated. 
The value of index of commodity concentration of India's 
exports to China was 0.34, which shows that top fifteen 
products are highly concentrated in which value index of ores, 
slag and ash share was 0.32.^^^ 
The total share of these commodities in imports basket 
was 85 percent. The share of top ten products in basket of 
India's import was 77 percent, top five products was 65 and top 
three was 55 percent. This shows that top three products were 
highly concentrated. The value of commodity concentration of 
top fifteen products was 0.13.^ '^^  This shows that top fifteen 
products have moderate concentration in basket of India's 
imports from China. This implies that India's Imports are 
considerably diversified and despite increase in imports from 
China still it is not significant. 
'-' See Table No. 8 
'"'See Table No. 19 
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Trade Concentration of Indo-Chlna Trade: 
We used Trade Entropy Index to measure trade 
concentration between India and China. The lower value of 
index shows greater integration. Table No. 26 shows that the 
exports concentration index of India to China was 4.09 during 
1996, which decreased to 3.75 during 1998, whereas during 
1999 and 2000 the value of index increased to 3.94 and 4.03 
respectively. Since 2001, the value of index has shov/n 
decreasing trends. During 2001, the value index was 3.39, 
which decreased to 2.37 during 2008. On the other, the value of 
imports concentrated index of India from China was 3.94 during 
1996, which decreased gradually to 2.20 in 2008. Thus, index 
shows that concentration of India's imports from China 
increased gradually. This implies that trade between Indo-China 
became more integrated in recent years as compared to rest of 
the world. 
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Table No. 26 Trade concentration between Indo- China Trade 
Year 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
Export concentration of India 
4.09 
3.94 
3.75 
3.94 
4.03 
3.39 
3.38 
3.12 
2.89 
2.72 
2.56 
2.71 
2.37 
Import concentration of India 
3.94 
: 3.60 
3.57 
3 56 
3.37 
3.34 
3.12 
2.99 
2.80 
2.62 
2.44 
2.25 
2,20 
Source: Table No. 9 and 20 
Product Potential of Indo-China Trade: 
Table No. 27 shows that China has the highest RCA for 
clothing, followed by textiles, other manufactures and 
manufactured product. The index value of these three products 
had more than one, which shows that these products have 
competitiveness in international market. The value of rest items 
like iron and steel, chemicals, food, agricultural product and 
non-food were less than one. which implies that these items 
have less competitiveness in international market. India had the 
highest indices for textiles followed by clothing, chemicals, iron 
and steel, food, agricultural product and non-food, whose index 
value IS more than one. It implies that India have 
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competitiveness in exports of these products in international 
market. Whenever, index value of manufactures and other 
manufactured products were less than one, which implies that 
these products have less competitiveness in international 
market. Our analysis shows that both India and China are 
competitors in textiles and clothing in the global market. In the 
products such as manufactured products, chemicals, iron and 
steel and agricultural products, they are complementary to each 
other. Therefore, trade expansion is possible in these products. 
Table No. 27 Identification of potential product in Indo- China trade 
Product 
Agricultural 
product 
Food 
Non Food 
Manufactures 
Iron and ;;teei 
Ctiemicals 
Textiles 
Clottiirg 
Other 
manufactured 
2000 
073 
0 7B 
060 
I t s 
0 0? 
0 52 
2 54 
4 50 
0 
2005 
0 45 
0 48 
032 
1,28 
0,81 
0,43 
2,70 
3,59 
1,31 
China 
200G 
0 42 
045 
0 30 
1 32 
1 06 
0 43 
2,71 
3 72 
1 34 
2007 
0,39 
0,41 
030 
1,34 
1 21 
045 
041 
3 73 
1,68 
2008 
0,35 
0,33 
0,44 
1,40 
1,33 
0,51 
2,67 
3,65 
1.45 
Avg 
0 4 ' 
0 48 
039 
1 30 
0 89 
0 47 
2 25 
3 84 
1 44 
2000 
1,68 
1,78 
1 27 
1,06 
517 
517 
4,38 
0,91 
2005 
1,27 
1 41 
0 72 
1 02 
1,78 
1,07 
4 13 
3,21 
061 
Ind 
2006 
1,30 
1,35 
1,08 
0,95 
1,55 
1,16 
3,99 
2,99 
0,65 
a 
2007 
1,37 
1,40 
1,25 
0,93 
1,62 
1,03 
0,60 
2,66 
0,82 
2008 
1 41 
1,45 
1,20 
0,95 
1,69 
1 05 
3,63 
266 
0^0 
Avg 
1 41 
1,48 
1 10 
0 98 
1,53 
1,90 
3.51 
3,11 
0,74 
Source, Table No. 10 and 21 
Competit iveness in Trade between India and China 
We know that trade intensity in a particular commodity 
measures the country's exports competitiveness in a specific 
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partner's market while RCA measures country's exports 
competitiveness in international markets. To identify such 
unfavourable deviations from normal competitiveness, we 
computed the Tl to RCA ratio of India and China in each of the 
2-digit HS level for the period 1995-2008. If the Tl to RCA is 
less than one then for commodity k, country I is not as 
competitive in the market of country j as it is in the world 
market 
Table No. 28: Product Comp etitiveness 
' Commodity Trade 
intensity 
India to China 
China to India 
Iron and Steel 
Clothing 
2.15 
0.07 
Chemical ' 0.35 
Iron and Steel 
Chemicals 
between indo-China Trac 
Revealed Comparative 
Advantage 
1.66 
3.18 
1.90 
0.7 0.89 
1 
2.2 1 0.47 
i 
e 
TR:RCA 
1.30 
0.02 
0.18 1 
1 0.79 
1 
4.68 j 
Source: Calculated from available data in Table No.6, 10. 17 and 21 
Table No. 28 shows that the index value of iron and steel 
was 1.30, clothing was 0.02 and chemical was 0.18 in India to 
China, which implies that iron and steel is as competitive in 
China's market as in the world market while clothing and 
chemicals are not as competitive in Chinese market as in the 
world market. Table No. 28 shows that the index value of iron 
and steel was 0.79 and chemicals was 4.68 in China to India, 
which implies that chemical products are as competitive in 
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Indian market as in world marl<et and iron and steel are not as 
competitive in Indian market as in the world market. Thus, our 
analysis shows that India should focus on iron and steel 
products and China should focus on chemicals product to 
expand their trade between India and China. 
India's Balance of Trade Position with China 
This section looks into India's balance of trade position 
with China. Table No. 29 provides data about the Indo-Chinese 
balance of trade. Table shows that the balance of trade has 
been unfavorable to India from 1995 to 2008. India faced its 
largest trade deficit with China in 2008 when deficit was 
$16J76 million. The lowest trade deficit, which India faced in 
its trade with China, was $160 million in 1996. The annual 
average deficit in India's trade to china was $3,404.7 million. 
Table Mo. 29: India 
YEAR 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
's balance of trade wi th China 
INDIA'S EXPORT 
TO CHINA 
283 
542 
645 
585 
751 
1230 
1545 
1720 
2710 
4178 
6445 
9518 
10195 
18492 
INDIA'S IMPORT FROM 
CHINA 
811 
702 
1062 
1192 
1278 
1717 
2094 
2603 
3738 
6073 
9829 
16047 
24691 
34668 
BALANCE OF 
TRADE 
-528 
-160 
-417 
-607 
-527 
-487 
-549 
-883 
-1028 
-1895 
-3384 • 
-6529 
-14496 
-16176 
m 
The position of India's balance of trade with China can be 
estimated by Trade Reciprocity Index. This index is a measure 
to study the reciprocity in the overall balance of trade of any 
two-partner country. The trade reciprocity index (9) has been 
derived as follows: 
z 
^ = 1 - ^ 
an - a// v^ .. 
{aij + aji)tt 
[n-l) 
125 
1 1 " ' J 
;--l n\ 
Where: 
^= trade reciprocity index 
aij= export of country i to country j 
a/i= export of country j to country i 
N =total number of countries involved in the context of bilateral 
or regional grouping being considered. 
The value of index lies between zero and one. The value of 
index equal to one implies the state of perfectly balanced trade 
and zero means completely unbalanced trade between the 
trading countries, 
Table No. 30 provides the index of china's trade 
reciprocity with India during 1995-2008. Table Shows that the 
^" This formula has been taken from article Indo-Jordan trade: performance and Prospects by 
Dr.Muhammad Azhar in'journal Middle Eastern Studies pp. 205 
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trade reciprocity index did not keep specific trend during 1996 
to 2008, the value of index remained very low. During these 
periods reciprocity index of balance of trade was closer to zero. 
It implies that position of balance of trade has been unfavorable 
to India throughout the period 1995-2008. This calls for a re-
examination of our trade policy with China. Special focus will 
have to be placed on expanding exports to China. As stated 
earlier, iron and steel, ores and others minerals, non-ferrous 
metal, chemical, pharmaceuticals, and machinery equipment 
etc. products have potential for its export expansion. However, 
to utili/-:e the potential,, constraint in trade expansion of these 
products will have to be minimized. 
Table 30; Reciprocity of balance of trade of Indo-China trade (US friliion 
dollars) 
Year 
1995 
1996 
1997 
! 1998 
1999 
2000 
[ 200-1 
2002 
2G03 
2004 
2005 
2006 
2007 
2008 
Ch 
1 to 
ina's Export 
India 
765 
698 
938 
1016 
1561 
1230 
1903 
2673 
3344 
5927 
8937 
14588 
24034 
31516 
China's imports 
from India 
' 398 
719 
897 
908 
826 
1353 
1700 
2274 
4251 . 
7677 
9780 
10469 
14659 
20341 
. Balance 
of trade 
367 
-21 
41 
108 
735 
-123 
203 -
399 
-907 . 
-1750 
-843 
4119 
9375 
11175 
I Reciprocity 
1 
1 0.32 
-0.01 
0.02 • ' 
0.06 
0.31 
-0,05 
0.06 
0.08 
. -0.12 •• 
-0.13 i 
-0.05 
0.16 
0.24 
0.22 
Source: Direction of Trade and Statistics, International Monetary Fund. Wastiington, 
various issues 
201 
Reciprocity of balance of trade 
0.20 \ 
0.00 \- -^ 
1995 1996 1997 1998 1999 2000 2001 2002 20b»-?aBJr 2005 2006 2007 2008 
•0.20 
—-'— Reciprocity of boloncc of trade 
Computed from Table No. 22 
Constraints in Trade 
The biggest geopolitical obstacle to India's rise is 
strategic collaboration between Pakistan and China. After Indo-
china war of 1962, cordial ties between the two countries 
(China and India) were disrupted and Pakistan entered into a 
military alliance with China. Further, these relations were 
affected due to the first Chinese nuclear test in 1964 and 
India's determination to acquire nuclear weapons. Ten years 
later, India conducted its first nuclear test; whereupon Pakistan 
pledged to follow suit and China provided technical support to 
Pakistan to develop nuclear capabilities, which has diverted 
Indian finances to military defense rather than poverty 
alleviation. This creates a hostile and suspicious environment, 
which adversely affects the economic relations also. 
Many customs officials use the minimum reference price 
rather than the actual transaction price for valuation of goods. 
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This makes the customs valuation system unpredictable and 
uncertain. As a result, imports are adversely affected. In 
addition, the valuation procedure followed by officials at 
different levels of government (national and sub-national) is not 
uniform, v\/hich introduce flexibility in the system. The decision 
regarding the duty on the products thus becomes subject to 
negotiations between traders and customs officials. This often 
leads to creation of intermediaries and indirect costs and time 
delays. 
Clear guidelines are not available for penalties in case 
cargo from Bonded Warehouse and the penalty for physical 
cargo remaining in Bonded Warehouse after 90 days of landing 
date varies across ports. Non-availability of clear and uniform 
guidelines regarding penalties makes the levy subject to 
negotiations. 
At some ports, customs officials insist on amendment of 
the entire set of documents if there is over-landing or short 
landing of break bulk cargo (loose cargo- in cartons). At other 
ports, there is no such requirement of document amendment. 
The variation in the system adversely affects exporter's 
confidence. 
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Re-exporters are allowed to Import raw material only 
through a specified port. If they operate through other ports, 
they have to follow extremely difficult procedures to avail duty 
free clearance of cargo. 
Some positive steps in the sphere of customs clearance 
and paperless trading have been taken by India and China to 
solve some problems relating to customs procedure. This needs 
to be further improved and strengthened. 
Standards and inspection rules as applied to imported 
goods reportedly differ from those applied to domestic goods. 
This differential application of rules and regulations leads to a 
less favorable environment for trade. Rules ana regulations 
pertaining to standards and certification are frequently change 
and detail of these changes are not easily available in English 
language. 
The implementation of standards and certification 
regulations varies across different levels of government. There 
is also a limited degree of understanding and co-ordination 
between the national and sub-national levels of government. 
Such a situation creates difficulties for the exporters. 
While historically the standards in the two countries are 
different, they need to be harmonized to improve bilateral trade. 
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For this, the participation of Indian and Chinese firms, 
registered in China and India respectively, in the consultative 
process will be conducive. 
In some cases like import of replacement parts or imports 
of parts for assembly and re-exports, companies can seek an 
exemption from certification requirements. However, the 
exemption procedures are burdensome and costly as the 
application is to be submitted in person and requires the 
knowledge of the local language. It may be difficult to apply for 
exemptions. 
Compulsory certification measures can be a major hurdie 
for accessing each other's market. Certification remains difficult 
due to time consuming. In many cases, foreign companies' 
products can only be tested in certain laboratories and results 
from other competent authorities are unaccepted. The 
certification process in many cases involves on-site inspection 
of manufactured products outside the country, whose cost is 
borne by producers. 
Time involved in and costs of compulsory certification 
measures are further escalated, as foreign manufacturers' self-
certification of conformance to standards is not acceptable for 
certain products. Products are required to be tested in 
205 
designated laboratories in the country. Also, official want to 
inspect and certify manufacturing facilities before products can 
be certified for import into the country, with annual follow-up 
inspections. These inspections are time consuming and costly 
for producers and discourage trade. 
Officials at the sub national level of government often 
impose new health and safety measures on exporters, leading 
to concerns about coordination, consistency and transparency 
in Sanitary and Phytosanitary (SPS) related measures. 
When new certification is introduced, exporters face 
problem due to non-availability of details and limited access to 
information. The certification requirements for some products 
exceed what is necessary (as defined by international 
standards) to protect consumer health and therefore difficult to 
meet. Sanitary standards for seeds are particularly rigid. In 
2003, SPS barriers continued to block imports of several 
products containing certain food additives. In the import of 
seafood products, while the measures should be applied to 
protect human, animal life or health, these should not 
discriminate between India and China relative to other similarly 
placed countries. 
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Quantitative Restrictions lil<e the continuation of 
imposition of import quotas and license management in certain 
categories of foodstuffs and export of certain commodities 
restrict bilateral trade. Collection of duties at customs includes 
protective tariffs, which are subject to WTO/GATT discipline 
and equivalents of domestic indirect taxes such as VAT and 
central excise (called additional duty or CVD). The average 
GATT bound tariff level of India is much higher than that for 
China. However, the applied tariff rates in India are significantly 
lower than the bound rates. In case of agricultural goods, the 
applied rate is almost 68 percent lower than the bound rate. For 
China, the applied rates are close to the final bound rates and 
as of 2002, exceed the final bound rates in ali categories of 
goods. Therefore, the gap between the applied tariff levels in 
India and China is much lower than the gap between bound 
rates. 
0^7 
Chapter- 7 
Conclusion and Suggestions 
Fast changing international economic and trading 
environment tiave added a new dimension to the global 
economic cooperation. Since 1990s most of the developing 
countries of the world initiated economic reforms and 
liberalization to stimulate growth rate and to exploit their 
potential in the best possible manner. The economic reforms in 
India began in 1991 while in China after death of Mao in 1978. 
Liberalisation of foreign trade sector has been the cornerstone 
of economic reforms in both economies. India and China are 
often compared with each other because of the large size of 
their population, land and domestic economies. Both countries 
embarked on planned development almost at the same time 
with an emphasis on import substitution policies. In the 
beginning, the basic thrust of both the countries was on self-
reliance, but later both turned towards market- oriented and 
outward- looking policies. World Trade Organisation (WTO) 
since its establishment in 1995 has been playing major role in 
this direction and has prescribed rules and norms to restructure 
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trade and economic policies to integrate different economies 
with global economy. In contemporary world, both India and 
China are the fast growing economies. They are expected to be 
the engines of global economic growth in the current century. In 
recent years, both are developing closer economic relations 
with each other. 
Indo- China bilateral trade developed slowly and steadily 
before 1995. During 1991-92, volume of India's trade with China 
was $ 69.54 million, which increased to $ 1,144.68 million in 
1995-96. During 1991-92, India's exports to China was $ 48.53 
million and imports from China was $ 21.01 million that shows a 
positive balance of trade of $ 27.52 million whereas, during 
1995-96, India's exports to and imports from China were S 
332.7 million and $ 811.98 million with trade deficit of $ 479.28 
million. During 1995, percentage share India's trade in China 
foreign trade was about 0.38 percent and China's share in 
India's foreign trade was around 2 percent. Thus, the both 
countries were marginal in each other's overall foreign trade.^^^ 
During 1995-2008, India's total trade increased from $ 
65,021 million to $ 511,756 million, while during the same 
"'' Arvinder Sing. " Sino-lndia Economic Rekuiom: An Analysis of Recent Trends in Bilateral Trade' 
China Report 36: 3 (2000), Sage Publication, New Delhi pp.400-0i 
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period China's total trade increased from $ 281,118 million to $ 
2561, 260 million and Indo-China trade improved from $ 1,094 
million to $53,160 million. It shows that India's total trade grew 
by around 8 times and China's total trade grew by around 10 
times. As against this, and Indo-China trade increased by 
around 50 times which implies that Indo-China trade increased 
at much higher rate than their trade with the rest of the world. 
During 1995-2008, India's global export increased from $ 
30,537 million to $ 198,285 million and India's export to China 
increased from $ 283 million to $ 18492 million which implies 
that India's global export grew by 6.5 times while India's export 
to China by 65 times. During 1995-2008, annual average 
growth of India's exports to China was 40.96 percent whereas 
annual average growth rate of India's total export was only 
15.88 percent. Thus, average growth rate of Indian export to 
China is more than two and half times greater than average 
growth rate of India's total exports. This trend clearly reflects 
increasing share of India's exDorts lo China. On the other hand, 
during 1995-2008, India's total imports increased from $ 34,484 
million to $ 313,471 million and India's imports from China 
increased $ 811 million to 34,668 million. India's total imports 
grew by 9.09 times and India's imports from China by 42.72 
timevS. During 1995-2008, annual average growth rate of India's 
total imports from world was 19.21 percent and India's imports 
from China 35.48 percent. It implies that India's imports from 
China were much higher than India's total imports. 
From the discussion of commodity composition of India's 
exports and imports from China at 2 digit HS and 8 digit HS 
level, we found that India focused on exports of primary 
products. This is not in the long-term interest of India. 
Dependence on exports of primary products are highly risky 
because of both the demand and supply constraints. On the 
other hand, India's imports from China concentrated on 
consumer goods. This is beneficial for China's manufacturing 
sector but injurious to India. 
From the analysis of China and India's direction of imports 
and trends in Indian and Chinese market^ it is found that during 
2008, percentage share of India in Chinese market was 1.74 
percent and share of China in Indian market was 2.35 percent, 
which implies that India's imports from China are much higher 
than India's exports to China. Because of this India had to face 
a negative balance of trade with China. 
The analysis of trade intensity of India during 1996-2008 
shows that India's exports to China was much lower than 
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expected till 2004 but since 2005, India's export to China has 
improved. On the other hand, India's imports intensity from 
China is more than one since 2004 except 2005, which implies 
that India's imports inflow was greater than expected. Thus, we 
reach to conclusion that during the later period both exports 
and imports have increased rapidly. From the estimates of 
commodity intensity of India's exports and imports from China, 
we found that ores and other minerals, iron and steel, 
pharmaceutical products have great potential for expansion of 
India's exports to China and silk, machinery and manufactured 
goods have great potential for expansion in India's imports from 
China. Thus, in future our trade in these products is likely to 
increase. 
Trade concentration of Indo-China measured by Trade 
Entropy Concentration Index shows that index value of India's 
exports to China have been decreasing since 2000 and India's 
imports from China also steadily decreased since 1996. It 
implies that Indo-China trade became more integrated in recent 
years as compared to rest of the world. Commodity 
concentration of Indo-Chinese trade shows that index value of 
India's exports to China was 0.34 and India's imports from 
China was 0.13 of top fifteen commodities during 2007-08, 
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which implies that India's commodity exports to China is highly 
concentrated. While India's commodity imports from China 
indicates moderates concentration. 
Analysis of Revealed Comparative Advantage index shows 
that both India and China are competitors in textiles and 
clothing in the global market. In the products such as 
manufactured product, chemicals, iron and steel and 
agricultural product, they are complementary to each other. 
Therefore, trade expansion is possible in these products. 
Ratio of Trade Intensity Index to Revealed Comparative 
Advantage Index (TI:RCA) calculated for three products namely 
iron and steel, clothing and chemical shows that India enjoy 
competitiveness in iron and steel industry and China in 
chemical products in Indo-China trade. Therefore, India should 
focus on iron and steel product to expand their exports. 
Balance of trade position and reciprocity in the overall 
balance of trade shows that the balance of trade has been 
ufavourable to India from 1995 to 2008. Basic reasons are 
problems of high prices of basic feedstock, fragmented nature 
of industries, low level of research & development, information 
technology, brand development, common infrastructure and 
poor environmental regulation, small plant size and procedural 
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bottlenecks, inadequate investment and exploration activities, 
weak linkage between industry and academia etc in clothing 
and chemical products. There are a number of constraints such 
as geopolitical, customs rule and procedure, implementation of 
standards and certification practices, non-tariff barriers and 
rules of origin etc. which adversely affect trade expansion 
between the two countries. There is great urgency to take steps 
to achieve balance in bilateral trade between the two countries. 
The major challenge is how can India use this opportunity of the 
changing China's economic and trade policies to improve trade 
and its trade balance. 
To improve Indian chemical industry, manufacturers 
should focus on selected business segment only where 
competitive advantage exists, strive for continuous 
improvement in production processes, improving basic 
management capabilities, industry- academia linkage, marketing 
system and R&D and information technology interface 
To improve clothing sector, manufacturers should adopt 
quickly and a very low delivery cycle, develop a DNA marker 
system to check illegal textile imports, hold high vision as 
regards standards of health, safety and child labor to conform 
to international standards and to avoid non-tariff barriers. 
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Technology Upgradation Fund (TUF) has to be better utilized 
and textile technology training infrastructure has to be improved 
in the country. There is a need for integrating operations from 
spinning to garment making. Indian players should also improve 
upon their soft skills, viz., design capabilities, textile 
technology, management and negotiating skills. 
The existing mechanism of the Joint Economic Group, Co-
Chaired by Minister of Commerce and Industry of India and 
Minister of Commerce of China, be fully activated, under the 
JEG, and meet at least twice in a year. The JEG should play the 
role of channel and bridge to facilitate the resolution of trade 
and market access related issues under the various joint 
consultation groups. In addition, the various Joint Task Forces 
should be set up in order to arrive at appropriate mutual 
agreements within a stipulated period. 
All policies and administrative rules, regulations and 
notifications, which impact upon bilateral trade between India 
and China, should be published and made widely available on a 
regular basis and establish a team of experts on the tv/o sides 
who could monitor this on regular basis. 
A uniform system of customs valuation, duties and 
documentation may be evolved across all ports of entry in both 
the countries. Procedures of handling of goods at ports and 
customs clearance may be simplified and made more efficient. 
In line with the spirit of the "Principle of National 
Treatment", technical standards should be applied uniformly 
across imported and domestic products. Both countries should 
prepare and implement conformity assessment procedures to 
ensure parity of market access conditions for foreign and 
similar domestically produced commodities. 
A Joint Task Force should be set up to identify and 
address various Non-Tariff Trade barriers existing in bilateral 
trade. The important issue is the identification of the non-tariff 
trade barriers and then their removal in a time bound 
framework. In addition, all technical and safety standards must 
have an objective and scientific justification. 
There should be a clear definition of Rules of Origin. 
India and China should ensure that their rules of origin are 
transparent and are defined such that they do not have any 
restricting, distorting, or disruptive effects on bilateral trade. 
For this, the Rule of Origin should be administered in a 
consistent, uniform, and impartial manner. A Joint Task Force 
should be constituted to examine its related issues. 
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Frequency of direct shipping routes be increased. Efforts 
should be undertaken to reduce costs of transportation and 
expansion of air cargo facilities between the two countries need 
consideration. Direct banking links and bilateral confirmation of 
Exim banks of India and China and other issues of co-operation 
in this field should be strengthened. 
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